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MONETARY SYSTEMS AND ACCELERATOR MODELS 


By Hyman P. Minsky* 


A significant part of recent literature on both growth and business- 
cycle theory has been based upon some form of an interaction be- 
tween a consumption (saving) relation and an induced investment 
relation. The authors who have constructed these accelerator-multi- 
plier models have paid little, if any, attention to the monetary pre- 
requisites and effects of the assumed processes.’ Obviously the accel- 
erator-multiplier process takes place in the context of some monetary 


system. In this paper the manner in which the time series generated 
depends upon the interaction of an accelerator-multiplier process and 
the monetary system will be investigated: the main emphasis will be 
on the upper turning point and the possibility of generating steady 
growth. In this paper the lower turning point is unexplained aside from 
noticing how the various monetary systems can act as a brake on 
disinvestment and also, by changing liquidity, set the stage for a re- 
covery. 

The procedure will be to examine the result of combining a linear 
accelerator-multiplier model with a number of alternative monetary 
systems. The terms (interest rate) and the manner (type of liability) 
of financing investment are affected by the behavior of the monetary 
system. In turn, both money-market conditions and the balance-sheet 
structure of firms affect the response of firms to a change in income. 
This can be interpreted as making the accelerator coefficient an en- 
dogenous variable related to the monetary system. Hence the material 

*The author is associate professor of economics, Brown University. A large portion of 
the work on this paper was done while he was a visiting associate professor at the Uni- 
versity of California, Berkeley. He wishes to acknowledge his debt to Julius Margolis, 
Roger Miller and Merton P. Stoltz for their helpful comments and suggestions. 

*J. R. Hicks, A Contribution to the Theory of the Trade Cycle (Oxford, 1950) and 


S. C. Tsiang, “Accelerator, Theory of the Firm, and the Business Cycle,” Quart. Jour. 
Econ., Aug. 1951, LXV, 325-41 briefly consider monetary factors. 
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in this paper could be formalized as a series of nonlinear accelerator- 
multiplier models.” 

This paper is divided into four sections, The first is a brief review 
of ths attributes of both linear and nonlinear accelerator-multiplier 
modeis, which is followed in the second section by an analysis of the 
behavior of the accelerator model with the quantity of money con- 
stant. The third section is an investigation of how the system would 
behave with the quantity of money varying in a number of different 
ways. In the last section some implications of the analysis for mone- 
tary and fiscal policies are briefly explored. 


I. Formal Attributes of Accelerator-Multiplier Models 
The essential linezr accelerator-multiplier model can be written:* 


=C,+ 1, (1) 
Te = — Ves) (3) 


where Y = income, C = consumption, / = investment, « = marginal 
(= average) propensity to consume, ? = accelerator coefficient and ¢ 
is the number of the “day.” By substitution, equations (1)-(3) yield: 

Y, = (a + B) Vin — BY (4) 
Equation (4) is a second-order difference equation; its solution in 
general is of the form: 

VY, = + (S) 
where A, and Az depend upon the initial conditions and »: and pe are 
determined by the values of @ and @. 

Aside from the effects of the initial conditions, the time series gen- 
erated by a second-order difference equation can be any one of the 
following: (1) monotonic equilibrating; (2) cyclical equilibrating; 
(3) cyclical with constant amplitude; (4) cyclical explosive; (5) 
monotonic explosive.‘ By itself, no one of these five types of time 


* Obviously the interest rate and consumer debt affect consumption expenditures also; 
therefore the consumption coefficient also depends upon the behavior of the monetary sys- 
tem. The “Pigou effect” can be interpreted as a particular relation between the consump- 
tion coefficient and the monetary system. Such effects are ignored in this paper. 

* This stripped model exhibits the characteristics of a linear accelerator-multiplier model 
which are important for the problems discussed in this paper. The incomes should be in- 
terpreted as deviations from a “zero” level of income given by VY, = A/1—a where A could 
be identified with autonomous investment or “zero income” consumption. 

W. J. Baumol, Economic Dynamics, An Introduction (New York, 1951), Ch. 10, 11, 
gives a very simple discussion of the solution to second-order difference equations. 

*The type of time series generated is determined by the values of 4 and jx, which in 
turn depend upon the values of g and fi. For a type-1 series, 4; and yt, are both less than 
1, for a type-2, 3, or 4 series 4; and ps. are conjugated complex numbers, and for a type-5 
series j4; and pw, are both greater than 1. 
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series is satisfactory for business-cycle analysis. Types 1 and 5 are not 
cyclical. If they are to be used, either floors or ceilings to income or 
pushes (systematic or random) from outside have to be posited. A 
time series of type 2 would in time result in the cycle dying away, so 
that some systematic or random push is required to maintain the 
cycle. A time series of type 4 would in time generate fluctuations 
greater than any preassigned value. Hence floors and ceilings have to 
be posited to constrain the fluctuations. A type-3 time series is a self- 
sustaining cycle, but its existence depends upon a particular value of 
¢ and, in addition, the time series it generates is “too” regular. 

A way out of this difficulty is to have the « and @ coefficients vary 
over the cycle, thus generating a time series which is a combination 
of the different types of time series. Hicks and Goodwin do this by 
assuming that the value of @ is so great that, unless constrained, an 
explosive time series is generated, but that constraints, in the form of 
a maximum depreciation rate and full employment (or the capacity 
of the capital-goods-producing industries), exist. These constraints 
force realized investment to be different from induced investment, and, 
formally, they can be interpreted as changing the value of @. As the 
value of & is assumed to fall (rise) when income is very high (low) or 
increasing (decreasing) very rapidly, an acceptably irregular cyclical 
time series is generated. Obviously by linking explosive, cyclical and 
damped movements together, any type of time series which is desired 
can be generated. 

A set of formal nonlinear models similar to those of Hicks and Good- 
win can be generated by positing that the value of (, the accelerator 
coefficient, depends upon money-market conditions and the balance 
sheets of firms. These factors in turn depend upon the relation between 
the level and rate of change of income and the behavior of the mone- 
tary system. In this paper however the mathematical model of the 
accelerator process will be a simple linear form. It is hoped that what 
is lost in mathematical neatness may be offset by what is gained in the 
identifiability of the economics. 

So far we have not taken up the effects of the initial conditions, The 
initial conditions are particularly important in determining the income 
generated by a type-5 (monotonic explosive) time series for small 
values of ¢. To generate a type-5 time series, »; and y. are both greater 
than 1 in the relation Ve = Ai! + Axpe'. To set off the recursive 
process two levels of income Yo and Y; (the initial conditions) are 
needed, which determine the values of A; and A>. If Y; is greater than 
Y, and the ratio of Y: to Vo is less than ps2, the smaller root, then A,, 
the coefficient of »:, the larger root (also called the dominant root), 
will be negative. As the larger root will in time dominate, a negative 
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A, will in time result in a negative Y:. Hence if the rate of increase of 
income given by the initial conditions is less than the smaller root, 
there will be a turning point in the time series even though the values 
of a and @ are such as to generate a monotonic-explosive time series.’ 

This leads to an alternative way of interpreting the Goodwin-Hicks 
type of nonlinear accelerator models. When the floors and ceilings be- 
come effective, a new set of initial conditions is, in effect, imposed on 
the time series. If these new “initial conditions” result in the sign of 
the coefficient of the dominant root changing, then in time the direction 
of the movement of income will be changed. The effects of monetary 
constraint can also be interpreted in this manner. 

Following Goodwin and Hicks we will assume that the value of ? 
is so large that, unless it is constrained, the accelerator-multiplier 
process will generate an explosive time series. The solution of the 
accelerator-multiplier model will be Y Apa’ + Axe’ where p > 
2 > 1 and the initial conditions are such (¥:/Yo > pe) that A: and 
A, are both positive. For the range of magnitudes of YV:/Yo which it 
seems sensible to posit, A» will be much larger than A:. This means 
that at the early dates (¢ small) of the development the weight of p. 
is high while at the later dates », dominates. The rate of growth of in- 
come generated by the explosive process being considered increases in 
time, approaching ». as a limit.’ 

The increasing rate of increase of income that such an explosive 
accelerator process generates will in time be greater than the accepted 
possible rate of growth of productive capacity. In order to be able to 
maintain the continuity of the accelerator process, we assume that all 
the relations are in money terms and that the accelerator process may 
generate changes in the price level. We will, at a number of points, call 
attention to some specific effects of price level changes. 


Il. The Accelerator Modei with the Quantity of Money Constant 


In this and the following section we will derive several time series 
that result from the interaction of an accelerator-multiplier process 


*If the two roots are equal, then the solution to the difference equation is ¥« = Ayu,‘ 
+ A,ty,' (see Baumol, op. cit., Ch. 10, 11). If Vi/ Yo = ju, then A; = O and a constant- 
rate-of-growth series is generated. If ¥:;/¥o < wu, then As <0 and in time Ve < ¥u-; 
if ¥.1/¥. > p-, then A, > O and, at least in the early days, the rate of increase of income 
is significantly greater than yy. In terms of a second-order difference equation, a steady 
rate of growth of income can be characterized as a knife edge: it requires not only that 
a and be such that > 1 but also that = p: (see S. S. Alexander, “The 
Accelerator as a Generator of Steady Growth,” Quart. Jour. Econ., May 1949, LXIII, 
174-97. 

*In Sections II and III a number of tables will be exhibited to illustrate the results of 
combining an explosive accelerator-multiplier process with a number of different monetary 
systems. In each case it is assumed that a = .8, B = 4, Ye= 100 and Y, = 110. For these 
values jt, = 3.73, 2 = 1.07, A; = 1.1 and A, = 98.9 so that V, = 1.1(3.73)* + 98.9(1.07)’. 


In time Vu./¥. will approach 3.73. 
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and various types of monetary systems. The monetary systems to be 
considered are classified in terms of the monetary changes which can 
take place. Monetary changes are changes in either the velocity of 
circulation or the quantity of money. Therefore we will consider the 
following alternative monetary systems: (A) neither velocity nor 
quantity changes; (B) only velocity changes; (C) only quantity 
changes; (D) both velocity and quantity change.’ The first two mone- 
tary systems will be considered in this section, the last two in the next 
section. 

Except in the first monetary system, we assume that there exists a 
fractional reserve banking system. The money supply is changed by 
either the creation of deposits in exchange for business firms’ debts or 
the destruction of deposits by business firms’ repayment of bank debt. 
That is, the banking system is a commercial banking system rather 
than one that deals in government and other securities.” In all that 
follows the central bank’s relations with the commercial banks are 
integrated into the “monetary system.” For example, an infinitely 
elastic money supply can be achieved by a central bank lending to 
commercial banks, or by a central bank purchasing open market 
paper. Also in a monetary system we include the specialized financial 
intermediaries. 

The income velocity of money and the liquidity preference relation 
can be characterized as mirror images of each other.’ When income 
velocity rises, the liquidity of the economy falls and vice versa. A 
useful construction is to assume that for each level of money income 
Y, there exists a minimum quantity of money Mr which is necessary 
to sustain the volume of payments associated with Y. If Mr is the 
total quantity of money in existence then there is no money available for 
portfolio use; we have a maximum income velocity of money Vm for 

"Cases A and B, where the quantity of money is constant, may be thought of as worlds 
of 100 per cent money. If at the “initial point” excess liquidity exists, so that velocity can 
increase, it is Case B, otherwise it is Case A. Case C(1), where the money supply is in 
finitely elastic, is a world of a paper-money authority which ignores price-level considera 
tions (perhaps a world in which the central bank follows a “needs of business” rule) 
Case C(2), where the quantity of money has an exogenously determined rate of growth, 
is a gold-standard world where gold production is autonomous and determines the rate 
of growth of the money supply. Case D of course is similar to the existing monetary system 

*Some of the differences between the classical quantity theory of money and the 
Keynesian liquidity preference theory of money can be imputed to the way in which the 
banking system is assumed to operate. The quantity theory approach is consistent with 
bank lending to business (commercial banking) whereas the liquidity preference theory 
follows from banks purchasing securities on the open market. In commercial banking an 
increase in the quantity of money enables a business firm to effect a decision to purchase 
goods and services. On the other hand, open-market operations substitute money for 
another asset in the portfolios of the public, and whether or not purchases of goods and 
services result depends upon the reaction of the public to this change in liquidity 

°A.  C. Pigou, Keynes’s General Theory (London, 1951); H. S. Eltis, “Some Funda- 
mentals in the Theory of Velocity,” Quart. Jour. Econ., May 1938, LII, 431-72. 
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each Y, so that Mr - Vm = Y. If M is greater than Mr then the actual 
velocity, V, is less than Vm. The difference between M and Mr is M:z, 
the amount of money which is held as a liquid asset. If the quantity of 
money is constant, portfolio money Mz must fall when V rises. 

If V < V» then Mz > 0. Abstracting from changes in the quantity 
of money, with Mz > 0, the interest rate is determined by the demand 
curve for investment, ex ante saving, and the terms upon which holders 
of liquidity.are willing to substitute earning assets for money. Sim- 
ilarly, if Mz = O, then the interest rate is determined by the demand 
for investment, the supply of saving and the terms upon which 
individuals are willing to hold cash as an asset. With a given money 
supply in excess of Mr there exists a rate of interest at which house- 
holds and business firms as a whole are not willing either to increase 
or to decrease their holdings of money. Any other market interest rate 
involves either an increase in cash balances so that savings are utilized 
to increase liquidity, or a decrease in cash balances so that investment 
is financed from the reservoir of purchasing power. It is assumed that 
changes in the market rate of interest will affect the amount of invest- 
ment induced by a given change in income. 

Assume that all investment is made by business firms. On a consoli- 
dated balance sheet of all firms, investment is represented by an 
increase in plant, equipment or work in progress, and it will be offset 
by an increase in liabilities (equity or debt) or a decrease in other 
assets (cash or liquid assets). Business investment can be equity- 
financed as a result of either ex ante saving by households and firms 
or a decrease in the cash balances of households. Business investment 
can be debt-financed as a result of ex ante saving by households, a 
decrease in households’ cash balances or by an increase in bank debt 
of business firms. The financing of investment by a decrease in the 
cash (liquid assets) balances of firms does not affect either the debt 
or the equity liabilities of firms: it only makes firms less liquid. 

Whereas ex ante saving and decreases in the liquidity of households 
can be used for either debt or equity financing of investment, increases 
in the quantity of money can be used only for the debt financing of 
investment. Households, business firms, and banks are sensitive to 
the composition of the balance sheets of firms; in particular an increase 
in the ratio of debt to equity or a decrease in the ratio of cash to 
other assets in firms’ balance sheets will make business firms less will- 
ing to borrow and households and banks less willing to lend. Hence 
if investment is financed in such a way as either to increase the ratio 
of debt to total liabilities or to decrease the liquidity of business firms, 
the amount of investment induced by a given change in income will 
fall. The value of the accelerator coefficient therefore depends upon 
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two variables, the market rate of interest and the structure of the 
balance sheets of firms. Changes in these variables can dampen what 
otherwise would be an explosive movement of income. 


A. Neither Velocity nor Quantity Changes 

Using the Swedish concepts,’® we define Ve. — Ce = (1 — 2) Ver 
as ex ante saving. Assuming, as pure accelerator-multiplier models do, 
that all of investment is induced, then /: = @( Vea — Vex) is iden- 
tified as ex ante investment. From equations (1)-(3), it follows that 
for Ve > Ye- it is necessary that J: = Ver) > (1 2)¥ 
for < Ve. it is necessary that /: = Ven < (1 a)Veu. 

With a monetary system in which neither the velocity of circulation 
nor the quantity of money changes, if ex ante investment is greater 
than ex ante saving, the ex ante saving has to be rationed among 
investors, and the market in which this rationing takes place is the 
money market. The excess of demand over supply results in a rise in 
interest rates, which will continue until realized investment is equal 
to ex ante saving. In Figure 1, ex ante investment is based upon the 


a 
= 
2 


I, 


SAVING , INVESTMENT 


Ficure 1. RECONCILIATION OF Ex AntE SAVING AND INVESTMENT 


rate R; so that @(Ve. — Ver) = I’. The inability to finance more 
than /; (~S+) of investment results in a rise in the interest rate to Ro. 
Such a monetary system leaves no room for an accelerator-multiplier 
cycle. A necessary condition for the functioning of an accelerator 

 B. Ohlin, “Some Notes on the Stockholm Theory of Savings and Investment,” Econ 


Jour, Mar. and June 1937, XLVII, 53-69 and 221-40. Reprinted in American Economic 
Association, Readings in Business Cycle Theory (Philadelphia, 1951), pp. 87-130. 
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process during an expansion is that a source of financing of investment 
in addition to ex ante saving should exist."' 

Symmetrically, if ex ante saving is greater than ex ante investment 
then an increase in investment is forced so that all of the available 
financing is absorbed by real investment. If there exists no way in 
which savings can be utilized other than in investment, then the terms 
upon which firms can finance investment must change so that realized 
investment is greater than ex ante investment. This equality of ex ante 
saving and realized investment stabilizes income, thereby halting the 
“inducement to disinvest.” 


B. Only Velocity Changes 

With a constant money supply, realized investment can differ from 
ex ante saving only if the velocity of circulation of money changes. 
We will first take up the purely mechanical implications of the exist- 
ence of a floor and a ceiling to velocity. We will then consider the 
effects on the value of the accelerator coefficient of changes in velocity 
when no excess liquidity exists and when excess liquidity exists (the 
Keynesian liquidity trap). To the extent that a fixed money supply 
and a ceiling to velocity set an upper limit to the money value of 
income, secular growth requires a falling price level, and this has 
implications for the accelerator process. 

We have assumed that the interest rate and the balance-sheet struc- 
ture of firms (liquidity and the debt-equity ratio) affect the value of 
the accelerator coefiicient. The financing of investment by absorbing 
idle cash balances does not necessarily change the debt-equity ratio of 
business firms, for we can assume that the debt-equity preferences of 
households are not strikingly different when ex ante saving and when 
idle cash balances are used to finance investment.’* Therefore the 


"A fall in the price level of investment goods may result in S; of monetary savings 
being sufficient to finance J, of real investment. Conversely a rise in the price level of 
investment goods will lower the amount of real investment that a given amount of moncy 
savings can finance. In Figure 1 the savings curve can be read as a supply curve and the 
investment curve as the demand curve (with respect to price) for investment goods at a 
fixed interest rate. Then reading RK, and R, as price levels, the accelerator phenomenon 
determines the price level of investment goods. This interpretation of Figure 1 must be 
what a writer who uses a ceiling to investment-goods production in his models has in 
mind (for example, Goodwin, op. cil.). In the original interpretation of Figure 1, even if 
1,’ of investment is financed, the supply conditions of investment goods (with respect to 
price) may be such that spending J,’ on investment goods results in a rise in the price of 
investment goods; as indicated earlier the accelerator process can lead to a rising price level 


“J. G. Gurley and E. S. Shaw, “Financial Aspects of Economic Development,” Am. 
Econ. Rev., Sept. 1955, XLV, 515-38, discuss the effect of available assets on saving be- 
havior. It may be true that the asset preferences of households when using cash balances 
are different from their preferences when using ex ante saving to finance firms. In this 
connection, the legal and traditional limitations on the portfolios of financial inter 


mediaries no doubt tend to affect business investment 
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balance sheets of investing firms do not deteriorate during an expansion 
financed by increasing velocity. Of course the liquidity of households 
and firms is reduced but, unless the liquidity trap is operative, this is 
reflected in the interest rate. Therefore in this section only the interest 
rate and, in the liquidity-trap situation, the changes in liquidity at a 
constant interest rate can affect the accelerator coefficient. 

Assume that a cumulative rise in income is set off. This increases the 
quantity of money needed for transaction purposes and, therefore, as 
the process continues there are progressively smaller asset holdings 
of money which can be used to finance investment in excess of ex ante 
saving. The highest attainable level of money income is that level at 
which all of the available money supply is required for transactions 
(see Table I). At that income realized investment cannot exceed ex 


TABLE I.—ONLy VeLocity CHANGES 


(Constant Money Supply—No Interest-Rate Effects) 


Accelerator Process Monetary System 
a= .8,8=4.0 | Money Supply = 100 
Y,=100, Y,=110 Maximum Velocity =2 
Time : 
a Investment | Investment | 
Financed | 
tx An 


Realized 
Velocity 


| Ex Ante | Realized | by Ave 


100 | 
10 30 | 1.10 
128 40 1.28 
174 | 72 1.74 
200 3 61 2.00 
200 | 40 2.00 
160 0 0 : 1.60 


* Investment in excess of ex ante saving. Obviously negative investment financed by AV 
means that ex ante saving is greater than investment 


ante saving. Realized investment equal to ex ante saving results in a 
constant income which, given the accelerator assumption, induces 
zero investment. Ignoring any effects that the interest-rate and balance- 
sheet changes accompanying velocity increases have upon the accelera- 
tor coefficient, a monetary system with a constant quantity of money 
may impose a ceiling to money income. This ceiling is not determined 
by full employment or by the capacity of the investment goods indus- 
tries; it is determined by the limited ability of changes in velocity to 
finance investment. 

Symmetrically if a minimum velocity exists, a floor to money income 
exists, However the floor is not entirely symmetrical with the ceiling, 
and in this paper the lower turning point is essentially unexplained. 

Let us examine what would be happening in the money market 
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during a process such as is detailed in Table I. Ignoring the liquidity 
trap, a rise in transaction money as income rises means that with a 
constant money supply portfolio money becomes scarcer. The interest 
rate at which cash can be withdrawn from portfolios into the income 
stream rises as asset money is used to finance investment in excess of 
saving. With a fixed quantity of money and a rise in income, the 
balance sheets of households and firms show a smaller ratio of asset 
cash to total assets, liquidity decreases. The decrease in liquidity and 
the rise in the interest rate both tend to decrease the accelerator 
coefficient. 

Alternatively, on the downswing ex ante investment is smaller than 
ex ante saving. With a constant money supply, this excess saving is 


INTEREST RATE 
INTEREST RATE 


T PNY 

ANTE are Is 
CHANGE iN M3 0 M2 Ze Le 

CASH BALANCE INCREASE DECREASE SAVING , INVESTMENT 


Ficure 2. SAVING, INVESTMENT, AND CASH BALANCES 


absorbed by a reduction in velocity. Money available for asset pur- 
poses increases as it is withdrawn from the income stream. The interest 
rate falls and the liquidity of the community rises so that the amount 
of disinvestment induced by the given downward shift in demand 
decreases. Both on the upswing and the downswing, the monetary 
system which is based solely upon changes in velocity acts as a stabil- 
izer of realized induced investment unless the fall in income is so great 
that the money released from transaction purposes lowers the interest 
rate to the floor interest rate of the liquidity trap. At this interest rate 
the stabilizing effect upon aggregate disinvestment of the fall in 
financing terms will cease, although increasing liquidity can continue 
to act as a stabilizer.” 

Figure 2 illustrates the use of cash balances to finance investment 


* Increasing liquidity raising the consumption coefficient is of course the “Pigou effect.” 
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and to offset ex ante saving. At the interest rate Ri, and income Fo, 
the velocity of circulation of money remains constant. This is illus- 
trated by the ZL; curve intersecting the zero change in cash balances 
line at R:. At higher interest rates cash assets would be freed to finance 
investment; at lower interest rates saving would be absorbed by cash 
balances. The amount of investment which can be financed at any 
interest rate is equal to the sum of ex ante saving and the change in 
cash balances. Assume that income rises so that at the interest rate 
R:, J:’ of investment is induced. The /. curve illustrates how the 
value of che accelerator would be changed by a change in interest 
rates. The excess of demand over the supply of finance results in a 
rise of the interest rate to Re. As I.” is greater than ex ante saving, 
income will rise and the transaction demand for cash will increase. 
This will raise the schedule relating the change in cash balances to the 
interest rate to L2, so that the interest rate at which investment will 
be financed by a fall in liquidity will be higher. 

If a fall in income shifts the investment demand curve to /;, ex ante 
investment is /;’. With a constant money supply the excess of ex ante 
saving over induced investment will depress the interest rate, and 
realized investment will be /;” > /:’, OM, being added to cash bal- 
ances. As S$ > J;” income will fall, and this will shift the liquidity 
curve downward so that cash balances can be used to finance invest- 
ment at an interest rate lower than R:. 

If the cash balance-interest rate relation is as the Vs, Y2 and ¥Y; set 
of curves indicate, then’ excess liquidity exists; this is the Keynesian 
liquidity trap situation. With an investment curve /2, J: — S of invest- 
ment will be financed by a decrease in cash balances; and if the 
investment curve is J;, S — Js’ will be added to cash balances. In 
both cases no change in interest rates will occur. In the Keynesian 
liquidity trap situation the money market damps down neither the 
“boom” nor the “bust.” On the boom side, the liquidity trap will 
exist until the need of cash for transactions absorbs a sufficiently 
large portion of the money supply so that the Keynesian liquidity 
trap comes to an end. There is no endogenous limiting factor to the 
liquidity trap on the downswing aside from the effect that improved 
liquidity has upon firms’ balance sheets. Therefore the Keynesian 
liquidity trap situation allows full scope to an explosive accelerator 
coefficient. And in the upswing, an explosive accelerator process will 
generate greater increases in money demand than the increases in 
productive capacity, so that a strong accelerator in combination with 
excess liquidity will generate large price increases, 

Either the ceiling to velocity or the effect of rising interest rates 
and decline in liquidity upon the accelerator coefficient will break the 
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cumulative expansion, A fall in money income will occur. The quantity 
of money needed for transactions falls, and ex ante saving which is 
not realized in investment will result in the addition of money to port- 
folios. If the price level does not fall during a depression the ceiling 
real income remains fixed, while if the price level falls, even though 
the ceiling money income remains fixed, the ceiling real income rises. 

Net investment implies an increase in productive capacity. With a 
constant money supply and in effect a ceiling to velocity, larger real 
incomes can be realized only if the price level falls. To the extent that 
the accelerator inducement to invest is large only when income is 
approximately equal to productive capacity, strong expansions can 
only occur if the price level falls secularly . 

The effect of the expectation that in the long run the price level 
will fall is to increase the expected pay-off period of an investment. 
This is equivalent, in its effect upon investment by firms, to a rise in 
interest rates with a constant price level, so that a falling price level 
will tend to lower the value of the accelerator coefficient. Therefore 
the business cycle will be characterized by weaker booms than would 
occur with a permissive monetary system. Such a monetary system will 
be associated with a tendency toward relatively stable income for, 
unless liquidity is greatly increased during a downswing, long periods 
in which realized investment exceeds ex ante saving cannot occur. 


III. The Accelerator Model with Quantity of Money Variable 


In this sectjon we will consider two monetary systems, those in 
which only thd quantity of money can change and those in which both 
the quantity of money and its velocity can change. 

We assume that commercial banks create money by lending to 
business firms. The maximum realized increase in the money supply is 
equal to the difference between ex ante investment and ex ante saving: 


AM = ex ante I — ex anteS = AY 


Assume that V = PA = ay 1. The increase in the money supply in 


the hands of households is the asset which makes the change in net 
worth equal to ex ante investment.’* As income velocity is 1, there will 


™“ Assume that ex ante 1 > ex ante S, realized 1 = ex ante 1; also that (ex ante I — ex 
ante S) is financed by an increase in bank debt. The changes in the consolidated balance 
sheets of households, business firms and banks will be: 
Households 


Net Worth +(ex ante I) 


Debt and Equity of 
Firms + (ex ante S) 
Demand Deposits +-(¢x'ante —ex ante S) 
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be no net change in the quantity of money that individuals hold as 
assets. This is equivalent to assuming that the interest rate at which 
banks lend to business is the interest rate at which money and earning 
assets are substituted in household portfolios.'"* The only relevant 
monetary change in these models is in the quantity of money. 

When the money supply increases at an independently given rate, 
the autonomous increase in the money supply is not necessarily equal 
to the difference between ex ante investment and ex ante saving. If the 
increase in the money supply is greater than the difference between 
ex ante investment and ex ante saving we assume that this difference 
accumulates in the banking system (as excess reserves) and can be 
used to finance future investment. If the increase in the money supply 
is less than the difference between ex ante investment and ex ante 
saving, realized investment will be less than ex ante investment and the 
increase in income will be equal to the increase in the money supply. 

For each monetary system we will first investigate the mechanical 
properties of these relations, assuming that the accelerator coefficient 
does not change, and then investigate the possible effects of the 
associated money market and financing developments upon the value 
of the accelerator coefficient. 


A. Quantity Changes but Not Velocity 

Two monetary systems in which only the quantity of money can 
change will be taken up. In the first, the money supply will be assumed 
to be infinitely elastic, and in the second the money supply will be 
assumed to increase at a fixed arithmetic or geometric rate. 

1. Infinitely elastic money supply. If the quantity of money can 
increase without limit then no matter what the difference between ex 
ante investment and ex ante saving, the difference can be financed. 
Also we can assume that the terms upon which the banking system 


Firms 


Productive Assets + (ex ante 1) Debt and Equity 
to Households +-(ex ante S) 
Demand Deposits (no change) Debts to Banks + (ex ante | —ex ante S) 


Janks 


Debts of Firms + (ex ante ]—exanteS) | Demand Deposits + (ex ante 1 —ex ante S) 

* Alternatively if the liquidity-trap rate of interest rules, even if V > 1, the rise in the 
quantity of money in excess of transaction needs can all be absorbed by households’ port 
folios without lowering the interest rate. However, in this case any rise (virtual) in the 
interest rate would imply a substitution of earning assets for money in the portfolios of 
households. This then becomes a case of financing investment from cash balances. If 
V > 1 the money supply and firms’ debts to banks do not increase as rapidly as income 
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lends do not change. Such a monetary system is consistent with the 
existence of an explosive accelerator process since it permits a cumula- 
tive rise in money income. Is there anything inherent in the operations 
of such a monetary system which will lead to a dampening of the 
accelerator process? (We will ignore the political repercussions of the 
cumulative rise in prices which is implicit in a full-employment situa- 
tion in which the rate of growth of money income is greater than 
that of productive capacity.) 


Evastic Money Suprty 


(Constant Velocity—No Interest-Rate Effects) 


| Monetary System 
Accelerator Process All ex ante S used for equity 
a= .8 p=4 Y,=100 financing. All increases in 
money used for debt financing. 


Time 
Savings _ 4 | AEquity Financing 


Ex 


Money — 


Ex A 
Supply ATotal Investment 


| 
| Realized | 
100. | 
110. | | 

128 

174 

323 


During an expansion, the increase in money supply occurs as invest- 
ing firms add bank debt to their liabilities (see Table I1). Assuming 
that the percentage distribution of ex ante saving between debt and 
equities of business firms is constant, a cumulative explosive expan- 
sion on the basis of the creation of money will (ceteris paribus) result 
in a fall in the ratio of equity to debt in the balance sheet of firms.” 
Even if the terms upon which firms can borrow are unchanged by the 

“Total induced investment is B( Ys — Y:-,). Ex ante saving is equal to (1—a)¥,. 


Assuming that a constant proportion of ex ante saving is used for equity financing, the 
latter is A(1 — a) ¥,. The ratio of the change in equity to total investment, therefore is: 


A - a)¥, — a@) 


B(Ys — ( 
g(1-— ) 
The general solution to the second-order explosive accelerator process is of the form 
Y, = + Age’ where > 1. Therefore, we can write: 


14 =i 


+ Ama A; 
M2 
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deterioration of their balance sheets, borrowers’ risk will rise.’ This 
will lower the amount of investment induced by a given rise in income. 
Hence, even with a monetary system that permits all of ex ante invest- 
ment to be realized, the financing of investment by bank debt can 
result in lowering the accelerator coefficient which in turn lowers the 
rate of increase of income. This continues until the accelerator coeffi- 
cient falls sufficiently to replace the explosive by a cyclical time series, 
in which there eventually occurs a fall in income. With a fall in income, 
the excess of ex ante saving over induced investment will be utilized 
to reduce bank debt. Also, the failure of some firms which have relied 
heavily upon debt financing will result in the substitution of equity 
for debt in balance sheets. Both changes during the downswing raise 
the ratio of equity to debt in firms’ balance sheets’* which acts as a 


The limit of (: ) = (), therefore the limit of ( ; ) is 
Bil teow t t 


Al — a) A(1 — 
Hence ay.— Yin approaches as a limit 


In the early stages of an explosive accelerator process the ratio of : :> - Therefore, 


i 
the ratio of equity financing to total investment decreases as the accelerator process continues, 
™M. Kalecki, “The Principle of Increasing Risk,” Economica, N. S., Nov. 1937, IV, 
440-47. 
*On the downswing (ex ante S > ex ante 1), the balance sheets of the three sectors 
change as follows: 


Banks 
Business Debt —(ex ante S Demand Deposits (ex ante S 
—exante])=—AM exante1)= —AM 
Firms 
Capital Equipment +ex ante | Debt and Equities to 
| Households tex ante 
Debt to Banks (ex ante S 
-ex ante 1) = —AM 
Households 
Demand Deposits (ex ante S Net Worth tex ante I 
exante])=—AM 
Business Assets +ex ante S 


If failures occur in the account of households labeled Business Assets, equities will be 
substituted for debt and in the account of business firms labeled Debt and Equities to 
Households, equity will be substituted for debt. Also as business firms fail banks acquire 
titles and debts which are considered unsuitable for bank portfolios. The sale of such 
assets to the public results in the substitution of business assets for demand deposits in 
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stabilizer. The endogenous limits to an explosive accelerator process, 
in the absence of restrictions on the money supply, are the deteriora- 
tion of firms’ balance sheets due to debt-financing of investment on 
the upswing; and the reverse circumstances during the liquidation 
process on the downswing. 

Two possible offsetting factors to the increasing debt-equity ratio 
in the financing of investment during an explosive expansion are an 
increase in the ratio of ex ante saving flowing to equities and the capi- 
tal gains that accompany an increase in the price level of capital goods. 
As ex ante saving finances a decreasing proportion of total investment 
during an explosive expansion, a possible increase in the proportion of 
ex ante saving flowing to equities cannot for long prevent a deteriora- 
tion of the balance sheets of firms. If, however, cumulative price-level 
inflation is politically permissible a deterioration of firms’ balance 
sheets need not occur. Business firms are borrowers and the real 
burden of a debt decreases with a rise in the price level. If the assets 
of business firms are valued at their current replacement costs, then 
the rising price level raises the equity account. Such capital gains 
improve the balance sheets of firms and they occur generally in an 
inflation. The price-level rise plus the flow of ex ante saving to equity 
investment may be sufficient to keep the debt-equity ratio constant, 
thereby preventing any deterioration in the balance sheets of firms. 
However, this requires an increasing rate of change in the price level of 
capital goods.'® Nevertheless, if an explosive inflation is politically 


the public portfolios, and in a net reduction of demand deposits. These changes obviously 
do not affect the net worth of households and the capital equipment accounts. However, 
as the value of productive capacity may be reduced during a downturn, the value of the 
capital equipment account of firms and the net worth account of households may be re- 
duced; the equity liabilities of firm and equity assets of households lose a part or all of 
their value. This in turn can affect the “subjective” preferences of households and firms 


» that liquidity preference rises 

“In the arithmetic example of Table II, in time-period 3, only .36 of the total new 
investment was financed by savings. If, in period 3, the price level of capital goods rose 
so that the value of existing capital goods rose by 2.0, then the ratio of the increase in 
equity to the increase in assets would be .5. In period 4 only .19 of a larger total invest 
ment was financed by savings. For the ratio of the increase in equity to the increase in 
the value of the assets to be .5, the value of existing capital must rise by 11.4. As total 
assets in period 4 are presumably only slightly larger than in period 3, this implies that 
the rate of increase in the price level of capital goods must rise if a constant ratio of equity 


to total assets is to be maintained. For example: 


Period 3 4 

Saving, ex ante 26.0 35.0 
I realized 72.0 184.0 
A money 46.0 149.0 
Kequired A value of existing capital 20.0 114.0 
A equity =S+4-A value 46.0 149.0 
A assets=J realized +A value 92.0 298 .0 


Ratio of A equity to A assets 
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tolerable, there is no endogenous reason why an accelerator process 
with an infinitely elastic money supply need come to a halt. 

Therefore, at least two monetary situations allow full scope to an 
explosive accelerator process: the Keynesian liquidity trap and an 
infinitely elastic money supply. It is perhaps no accident that the 
emphasis upon “real” floors and ceilings as causes of the nonlinearity 
of the accelerator coefficient occurred at a time when the high volume 
of government bonds outstanding and their support by central banks 
made the money supply in fact infinitely elastic. An era of tight money 
on the other hand naturally leads to an examination of the monetary 
prerequisites for the operation of the accelerator phenomena. 

2. Money supply increases at a fixed rate. A monetary system in 
which the rate of growth of the money supply is exogenously given, 
for example a fractional reserve banking system based upon a gold 
standard, is equivalent to an infinitely elastic money supply if the 
difference between ex ante investment and ex ante saving does not 
exceed the per-period growth of the money supply. The only endoge- 
nous limitation to expansion in this case comes from the deteriorating 
balance sheets and liquidity of business firms, as is true with an 
infinitely elastic money supply. The interesting alternative exists when 
the difference between induced investment and ex ante saving is greater 
than the rate of growth of the lending ability of banks. 

Throughout this section we will assume that at the initial period 
the banking system does not possess excess liquidity. Hence the avail- 
able financing is equal to ex ante saving plus the possible increase in 
the money supply. If induced investment is equal to or greater than 
this, realized investment will be constrained to the available financing. 
In this case income will grow at the same rate as the money supply.” 

(a) Arithmetic rate of increase in the money supply. If the money 
supply increases by a fixed amount per period (constant arithmetic 
rate of increase), income will grow at this rate until ex ante saving 
increases sufficiently so that induced investment per period becomes 
less than the available financing. When this happens, the per-period 
increase in income will fall below what it had been, and therefore 
induced investment will decrease. The downturn occurs when ex ante 
saving catches up with the expansion process so that all of the invest- 
ment induced by the constant arithmetic rate of growth of income can 
be realized without using all of the newly available credit.” (This case 
is illustrated in Table ITT.) 


— > (1—a@) + AM and Y, = M,; sothat = a¥, + (1—a) + AM; 

In an accelerator-multiplier model a necessary condition for ¥; > Vu_risthat — 
>(1—a) ¥y_1. We posit an arithmetical increase in the money supply per period of AM so 
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Tasie IncReasinG Money 


(Constant Velocity—No Interest-Rate Effects) 


| Monetary 
Accelerator Process | System 
a= .8 p= 4 | +10 per 
| time period 
| 
Time | Investment 
| | | Financed 
Savings | by In- 
Ex Ante | Induced creased 
Realized Money 
Supply 


| 140. 
| 150. 
| 160. 
| 168. 
166 


* In time period 7, ex ante S+AM >ex ante I; therefore ¥;—¥s<4M. Asa result, in time 
period 8 the accelerator expansion is broken. 


During the expansion, the demand for financing is always greater 
than the available supply; the money market constrains investment. 
When the arithmetic increase in income becomes less than the increase 
in the money supply financing conditions ease. The resulting decline 
in the rate of interest may act to increase the inducement to invest 
(decrease the inducement to disinvest); this possibility is ignored in 
Table III. Since the banking system finances a decreasing proportion 
of realized investment during the expansion, the deterioration of the 
balance sheets of investing firms will be limited during such an expan- 
sion. 

When income declines, the autonomous increases in the money 
supply result in an accumulation of excess reserves in the banking 
system, and ex ante saving in excess of induced investment results in 
a repayment of bank debt by firms. These changes should brake the 
decline in income. 

The accumulation of excess reserves by banks and the improved 
balance sheets of firms during the downswing implies that if an expan- 


that the available financing is (1 —a@) hence if 2 (1 —a@) then 
realized investment is Hence so that 
which we once again assume so that Eventually 
BUV Vign—1) = BAM go that therefore 
BUV <B(V and the accelerator process turns down. 


876 
MES 
4 0 Lyoo | -- -- -- 
1 0 80.0 20.0 | - | | 
2 0 88.0 | 22.0 | | 32. | +10.0 
| 3 0 96.0 24.0 | +10.0 
a = 4 0 | 104.0 | 26.0 | 40 | 36. | +10.0 
a 5 0 | 112.0 28.0 | 40 38. | +10.0 
— = 6 0 | 1200 | 3.0 | 40 | 40. | +10.0 
7 | 128.0 32.0 | 40 | 4. | + 8.0 
4 134.4 33.6 32 | 32. | 1.6 
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sion begins it will not at once be constrained by the money-market 
and balance-sheet effects. If the arithmetic rate of growth of the 
money supply is small compared to the accumulation of financing 
ability during the decline in income, a sharp fall in investment will 
occur at the date that the accumulated financing ability is absorbed, 
thereby decreasing the per-period increase in income. The smaller 
increase in income will lead to a fall in induced investment, and a 
sharp fall in income may occur. A constant arithmetic rate of increase 
of the money supply in conjunction with an explosive accelerator 
process will tend to generate a cyclical time series. 

(b) Geometric rate of increase in the money supply. Consider a 
money supply that increases at a constant geometric rate, ps. As was 
noted earlier the solution of an explosive accelerator process can be 
written as Vi = Aaya’ + Aspe’ with pi > pe > 1 with A: and A, depend- 
ing upon the initial conditions. That is, the rate of growth of income is a 
weighted average of the two rates of growth y. and pe. If vs, the rate 
of growth of the money supply, is greater than (or equal to) p,:, the 
greatest rate of growth that income can achieve, the system behaves as 
if the money supply were infinitely elastic. Hence the cases that have 
to be examined are when > > > 1 and when > ps > pe > 1. 

Take first the case in which »: > p2 > ps > 1. With no excess liquid- 
ity, the maximum attainable rate of growth of income is the rate of 
growth of the money supply. To sustain this rate of growth, it is neces- 
sary that induced investment be equal to or greater than the available 
financing. When the rate of growth of the money supply, and therefore 
the rate of growth of income, is less than p. induced investment will 
not be large enough to absorb the available financing.** The rate of 
growth of income will be smaller than the rate of growth of the money 
supply, and this new smaller rate of growth of income also will not 
be sustained. These progressively smaller rates of growth of income 


2 Assume and M,= Vy=yyM ps 
Bly 1) Ves 1 + (3 —1 2 0 
is necessary for Therefore = 0, so that pe? 
It follows that 
a+B+ + + e) 
2 
The relevant root is 
+ 4(B + «) 
2 


and if «=0 (induced investment is equal to ex ante saving plus the increase in the money 
supply), 4s= sa; if e>O (induced investment greater than ex ante saving plus the increase in the 
money supply) 4s> ez. Therefore a rate of growth of the money supply equal to or greater than 
the smaller root of the accelerator process is a necessary condition for self-sustained growth, 
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will in time result in insufficient induced investment to offset ex ante 
saving and at this date income will fall. Therefore, if the rate of 
growth of the money supply is smaller than the smallest rate of growth 
that the accelerator process, if unconstrained, would generate, an upper 
turning point in income will be produced.** 

The argument as to what happens once income turns down for a 
geometric rate of increase in the money supply is essentially the same 
as for an arithmetic increase in the money supply. Excess reserves 
accumulate in the banking system and firms’ balance sheets improve 
during the downward movement. Once a sufficient upward movement 
again begins, an unconstrained expansion can take place until the 
excess liquidity is absorbed, at which time the rate of growth of the 
money supply will again constrain the rate of growth of income. A 
money supply growing at “too small” a rate will lead to a cyclical 
rather than a steady-growth time series. 

If the rate of growth of the money supply is equal to the smaller 
root of the accelerator process (i.¢., ¥s = ¥2), both income and the 
money supply will grow at this rate. Throughout this process the ratio 
of ex ante saving to bank financing of investment will be constant. If 
this ratio is consistent with the balance-sheet goals, there is nothing in 
this process which would lead to a downturn in income. Also this rate 
of growth of income may be consistent with a fairly stable price level. 
Steady growth may result from combining an explosive accelerator 
process and an appropriately increasing money supply.” 

Consider now the second case, in which »; > ps > Ye > 1. In this case 
the rate of growth of income during any time period will depend upon 
the weight of the two roots. If the weight of v2 is high, then the accel- 
erator process will generate a rate of growth of income less than the 
rate of growth of the money supply. However, since »: > #2, in time yp, 
will dominate the rate of growth of income so that income will be 
increasing faster than the money supply. The money supply does not 
constrain the growth of income until the total growth of income equals 


This can be demonstrated by noting that Vo=Ai+A2 and ywi+Ame and given 
that pa >O and then A;= Vo 12; -~As)p +A $0 that 


VY ola 1) in 


As Yo>0, pa—pi<O and <0, 
Also Ag= Vo— A}, A 80 that 
Yo(us — ua) 


Mi — Me 

As Yo>0, Ma <0 and MI A 1<0. 
A, the coefficient of the dominant root yu is negative. As A yu+A2p2>Ai4+-A2 and yi> pe it 
follows that | A,| >| A,|. However in time A yi'+A aya! will be <0, so income must turn down, 
“That is, the Harrod-Domar case of steady growth can be the result of appropriate 
monetary conditions. 
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the total growth of the money supply. Whether this case results in 
steady growth or in a downturn of income depends upon what hap- 
pens to the accelerator coefficient once the monetary constraint be- 
comes effective. 

At the beginning of such an explosive expansion the rate of growth 
of income is less than the rate of growth of the money supply. At the 
date when the total growth of income becomes equal to the total growth 
of the money supply the rate of growth of income will be greater than 
the rate of growth of the money supply. Therefore at some intermedi- 
ate date, the rate of growth of income will be the same as the rate of 
growth of the money supply. This rate of growth of income will induce 
sufficient investment, at the financing terms and balance sheets ruling, 
for the rate of growth of income to increase. Therefore if the rate of 
growth of income is constrained to the rate of growth of the money 
supply, and the accelerator coeflicient does not change, a sufficient 
amount of investment will be induced to generate a rate of growth of 
income greater than the rate of growth of the money supply. 

However until the increase in income and in the money supply 
becomes equal, this system operates with excess liquidity. At the date 
that the excess liquidity is absorbed, the rate of growth of income will 
be greater than the rate of growth of the money supply so that when 
the monetary constraint becomes effective two things will occur: the 
rate of growth of income will fall and financing terms will rise. When 
financing terms were relatively easy because of excess liquidity a rate 
of growth of income equal to the rate of growth of the money supply 
induced sufficient investment to increase the rate of growth of income. 
However in a suddenly tight money market financing terms may so 
change that the accelerator coefficient will fall, and this can lead to a 
fall in income, 

Nevertheless, if the money supply is growing at a geometric rate 
greater than the smaller root of the accelerator process, a constant 
rate of growth of income may be generated. In this case money income 
will grow at a faster rate than if the money supply grew at the rate 
given by the smaller root. Hence such a steady rate of growth of 
income can be associated with a substantial rate of increase in the 
price level. In addition, the ratio of bank financing to ex ante saving 
increases as the rate of growth of the money supply increases. 

If the accelerator falls as a result of the tightening of the money 
market, income can turn down. The behavior of the economy with 
this monetary system on the downturn and on subsequent expansions 
would be essentially the same as in the previous case where the rate 
of growth of the money supply was smaller than the smaller root of 
the accelerator process. 
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B. Both Velocity and Quantity Change 


The earlier consideration of the interaction of an otherwise explosive 
accelerator-multiplier process with monetary systems in which only 
changes in velocity and changes in the quantity of money can occur 
enables us to consider monetary systems in which both quantity and 
velocity of money can change. We first assume that the quantity of 
money is changing but that velocity is greater than 1, we then consider 
the effects of changing velocity. Finally we take up changes in liquid- 
ity preference. 

1. In the cases where investment in excess of ex ante saving is 
financed by an increase in the quantity of money, we assumed that the 
income velocity of money was 1. We can now drop this assumption. If 
income velocity is greater than 1, and if an excess of ex ante invest- 
ment over ex ante saving is financed by an increase in the quantity of 
money, then excess liquidity results. This excess liquidity can be util- 
ized to finance investment. 

Assume that the excess liquidity resulting from an investment 
initially financed by the banks is used to substitute business debt or 
equities to the public for business debt to banks. If AM = Y: — Vix 
and V > 1, then new transaction cash is 


4M 4M 


1 
———, and asset cash is AM — ——— = am. 
V V V 


After the public purchases business debts or equities, the net increase 
in debt to banks is 


1 
y Y 1-1) 


and investment is V+ therefore: 
Y; 1 
ABank Debt V 
ATotal Assets V 
, 
As an explosive accelerator process takes hold, the ratio — = 


rises and the ratio of the change in bank debt to the change in total 
1 
assets approaches 7" If the public’s distribution of ex ante saving and 


excess liquidity between debt and equity assets is constant during an 
expansion, the balance sheets of business firms deteriorate. As the 
weight of bank financing is smaller than in the case of unit velocity, 
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the deterioration will not be so rapid as in the case in which bank 
creation of money is the sole technique by which investment in excess 
of ex ante saving can be financed. Therefore, the possibility that the 
deterioration of firms’ balance sheets will lower the accelerator coeffi- 
cient is smaller. 
2. Note that in— -——— 9 a rise in velocity decreases the ratio 

of bank financing to the total change in assets and that a rise in the 
propensity to consume increases the dependence upon bank financing 
of investment. Therefore, autonomous or cyclically induced changes 
in these parameters can change the ratio of debt to equity financing, 
which can change the accelerator coefficient. In particular a rise in 
velocity tends to counteract the deterioration of firms’ balance sheets 
in a business-cycle expansion financed by bank creation of money. 

3. Autonomous or cyclically induced changes in the liquidity pref- 
erence relation can change the dependence of an expansion upon 
changes in the money supply and therefore affect the ratio of bank 
debt to total assets of firms. If liquidity preference decreases, the 
excess of investment over ex ante saving can be financed by with- 
drawals from cash balances at lower interest rates than were previously 
ruling. Such an “autonomous” decrease in liquidity preference can, 
both by improving financing terms and by decreasing the dependence 
of business firms upon bank financing, raise the accelerator coefficient. 
A great stock-market boom, such as in the late 1920’s, may be inter- 
preted as reflecting a lowering of liquidity preferences; as a result 
business expansion could be financed with less reliance upon the 
banking system than otherwise. 

Alternatively, an autonomous rise in liquidity preference may lead 
to the result that business borrowing from banks will increase the 
liquidity of households rather than finance investment. That is, a por- 
tion of business borrowing from banks ends up as “liquid hoards” of 
households. Such borrowing by business firms in excess of the differ- 
ence between ex ante saving and realized investment will increase the 
rapidity with which firms’ balance sheets deteriorate. An explosive 
accelerator process may be broken by such changes in liquidity pref- 
erence, 

Such changes in liquidity preference have been labeled autonomous. 
There exist plausible mechanisms by which the upward movement of 
an explosive accelerator process would lead to a fall in liquidity 
preference. However, there do not exist equally plausible mechanisms 
by which a rise in liquidity preference can be considered as endoge- 
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nous during an expansion. During a downswing there exists a plausible 
mechanism which can raise the liquidity preference of households. 
This can force a deterioration of firms’ balance sheets, and thereby, 
through its effect upon the accelerator coefficient, a further fall in 
investment. There does not seem to be any endogenous factor which 
would lead to a fall in liquidity preference on a downswing. Changes in 
liquidity preference seem to be destabilizing. 


IV. Policy Implications 


Let us asume that the policy goal is steady growth at a stable price 
level. The policy measures to be used are monetary policy, which in 
the language of this paper means to choose a monetary system, and 
fiscal policy. It has been shown that steady growth requires a money 
supply that increases at a geometric rate: but that a too rapidly grow- 
ing money supply results in rapid price inflation and that a too slowly 
growing money supply results in a downturn of income. 

The smallest self-sustaining rate of growth of income is equal to 
the smaller root of the accelerator process, 2. If productive capacity 
can also grow at this rate, then the policy goal of growth without 
inflation is attainable. If the rate of growth of income is greater than 
the maximum possible rate of growth of productive capacity, the pol- 
icy goal is not attainable. In the latter case, we assume that steady 
growth accompanied by secular inflation will be chosen in preference to 
a constant price level and intermittent growth. The policy goal there- 
fore becomes steady growth with a minimum rate of secular inflation. 

If the policy-makers prize steady growth and abhor falling income, 
and if secular inflation is accepted as the price that has to be paid for 
growth, then the policy-makers would be able to “play it safe” by 
allowing the actual rate of growth of the money supply to be greater 
than the minimum self-sustainable rate of growth of income. That is, 
the policy-makers would accept some unnecessary inflation in order 
to be on the safe side in maintaining full employment. 

For a given consumption coefficient, the greater the rate of growth 
of the money supply, the greater the ratio of bank debt to debt and 
equities to households in the balance sheets of firms. Therefore the 
greater the rate of increase in the money supply, the greater the 
chance that induced investment will decrease because of the unsatis- 
factory nature of firms’ balance sheets. Two policy measures which 
can counteract this effect are: (1) an interest rate policy designed to 
keep velocity greater than one; (2) a fiscal policy designed to increase 
the money supply without increasing business debt to banks. 

It was shown that if income velocity is greater than one and if the 
money supply is being increased by business borrowing from banks, 
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the net increase in business borrowing from banks will be smaller than 
the difference between realized investment and ex ante saving. In 
order to achieve this result bank financing of business must be at a 
high enough interest rate to keep income velocity greater than one. 
But the accelerator coefficient also depends upon the interest rate. Thus 
if the monetary policy designed to keep income velocity greater than 
one is carried too far the accelerator coefficient will fall and the self- 
sustained growth will be interrupted. 

To keep interest rates at a given level, the central bank must be 
willing to supply reserves to commercial banks, in response to com- 
mercial banks’ demands, without limit at a fixed rediscount rate. 
Therefore the rediscount rate seems the appropriate tool of central 
bank policy. 

Nevertheless if the money supply can increase only by business 
borrowing from banks, a ratio of debt to equities in business balance 
sheets can result which will lead to a decline in induced investment. 
Government deficits financed by borrowing from banks result in an 
increase in the money supply without any corresponding increase in 
business debt. If interest rates are such that velocity is greater than 
one, debts and equities to households will be substituted for debts to 
banks in the business firms’ balance sheets. This is more conducive to 
steady growth than the situation in which all of the increase in the 
money supply required for steady growth is created in exchange for 
business debt. Therefore government deficit financing, even during a 
period of sustained growth and secularly rising prices, may be desir- 
able in order to maintain the conditions for further growth. 
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WAGES AND INTEREST: A MODERN DISSECTION OF 
MARXIAN ECONOMIC MODELS 


By Paut A. SAMUELSON* 


Modern economic analysis can throw light on the ancient problems 
of Ricardo and Marx. Neither of these gave a logically complete 
description of factor and goods pricing in the simplest case where 
land is free and where labor and intermediate capital goods applied 
today produce output after one period of time according to a constant- 
returns-to-scale production function. I propose to analyze such a 
simple economy, and then compare it with their formulations. 

Just as the utilitarian Bentham was called “Paley without hell-fire,” 
Marx can be classified by the modern theorist as “Ricardo without 
diminishing returns.” The present treatment is part of a longer study 
of Ricardo-like systems, It makes no attempt to do justice to the 
many noneconomic and imperfect-competition aspects of Marx’s 
thought, but takes seriously his belief that he was baring the inner 
workings of competitive capitalism. 

Technological Assumptions. Assume two industries. Industry I pro- 
duces homogeneous physical machines or raw materials called K (for 
physical capital). Industry Il produces homogeneous consumption 
goods called Y. Production in both industries requires homogeneous 
labor L, + L. = L and physical capital K, + K: ~ K today, with 
output appearing one period later. Or: 

K't! = F(L,*, Ky‘) Ly +L;'s L' 

Y'! = f(L,', K2') Ae SK‘, 
where the inequalities reflect the fact that one input may be redundant 
in supply. 

Marx is supposed to have thought the production functions F and f 


in (1) to be of the fixed-coefficient type rather than of the smooth 
J. B. Clark type. So in this case we can’ replace the functions of (1) 


(1) 


* The author is professor of economics at the Massachusetts Institute of Technology. 
‘For this and other facts about linear programining and modern economic theory, see 
R. Dorfman, R. M. Solow, and P. A. Samuelson, Linear Programming and Economic 
Analysis (New York, 1957), particularly Ch. 11. It is shown there that the functions F 
and f can be written in the form: 
Minimum of (L,'/a;, 
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by the logically equivalent relations: 
L}! < a,K*t! s 


S a,¥**! K,' b,Y"*', 
where (a:, 61; a2, b2) are the positive technical production coefficients 
characterizing the fixed-proportion constant-returns-to-scale produc- 
tion functions. 
The system’s production possibilities can be summarized by 
(2) a,K't! + 
b,K*' + s Kt 


These relations are portrayed in Figures la and 1b. In Figure la, the 
straight lines correspond to the two equations of (2) with inputs L‘ and 
K‘ given. The corner A of the production-possibility locus will move 
northwest or southeast when one of the inputs is increased. Figure 1b 
shows the equations of (2), but with outputs K‘*' and Y''"' specified: if 
an output rises, the corner A’ of society’s input-requirement locus RA’S 
will move northeast. 

The relative prices of outputs K‘"' and Y‘", (p2/p.)'*, must equal 
the absolute slope of the NAM locus at the production point actually 
observed. The relative prices of inputs L‘ and K‘, (w/p.)', where w 


is the wage of labor, can be any nonnegative number because the corner 
A’ in Figure 1b can have a straight line of any slope tangent to it. 


I. Stationary Conditions 
Simple Reproduction. Under stationary conditions, or slowly chang- 


PRODUCTION POSSIBILITIES INPUT REQUIREMENTS 


Figure 1. NAM shows goods producible with given inputs. RA’S shows inputs 
needed to produce specified outputs. 
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ing conditions, the capital stock K‘ will accommodate itself to the 
supply of labor L‘, which is assumed to be fixed, so that we shall be 
at a corner A rather than at a point on NA or AM where one of the 
inputs would be redundant and therefore free. Hence, p:, w, and p2 
will all be strictly positive. These prices, or their ratios, need not be 
constant through time but may be slowly changing—probably in a 
rather predictable way. 

The model of “simple reproduction,” in which all variables repeat 
themselves over time, is the natural starting place for an exact analy- 
sis. In this case we replace (2) by: 

Lt L 
K! K* = - K 


aK+a:sY=L 


(3) 
+ bY = K; 


or solving, by: 
1— 
ax(1 — by) + 
where labor supply L‘ is taken as given at the LZ level. Being the only 
factor nonaugmentable in the long run, labor plays a pivotal role: all 
other magnitudes are proportional to it. The national product NP 
can be expressed in labor units simply as L; in consumption-good 
units NP is given by Y in the first equation of (4). Production of K 
goes into gross product; but A being an intermediate good needed to 
produce final consumption goods, it is not included in stationary NP.’ 
Prices, Wages, Interest. Though prices and wages are constant under 
repetitive stationary conditions, this does not mean that production is 
timeless or that intermediate products just now produced by labor 
and machines will exchange one for one against themselves when 


(4) 


* Ricardo made quite different assumptions about L. He assumed a Malthus-like sub- 
sistence wage level at which any number of workers would be produced and reproduced 
Such subsistence wages he treated as intermediate product—like hay being fed to horses 
or coal to furnaces; hence Ricardo’s net product would be mine minus wages. Marx 
assumed actual LZ used to be less than available L because of the existence of a “reserve 
army of the unemployed.” He would interpret Z in (4) then as actual Z and would have 
to add this magnitude as a further unknown variable of the system. A new equation is 
then needed. The Marxian literature relates the size of the reserve army to labor-saving 
innovations, depressions, and migration but does not appear to contain a determinate 
quantitative equation to explain why it is as large as it is, why it is not larger than it is. 
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“ripened” one period from now—or one for one against finished goods 
produced today from last period’s inputs. The fundamental factor 
relating unripened product today to ripened product one period from 
now is the market interest rate r (or what Ricardo and Marx would 
call the rate of profit, a pure percentage per period). 

If the interest rate were r = .05 per period, then 100 finished units 
of Y (or of K) would today trade in the competitive market for 105 
unfinished units of Y (or of K) just produced by current labor and 
capital goods. Free competition among producers, investors, owners 
of labor, and owners of capital goods will insure the following unit 
cost-of-production equations: 


pi = (wa, + pibs)(1 + 1) 
p2 = (waz + pibs)(1 + 1). 

The first of these equations is directly solvable for p:/w; and substi- 
tuting the result into the second, we get the following explicit solution 
to (5) in terms of (a1, b:; az, b2; r): 
pi a,(1 + 

w 1—b(1+7r) 


The reciprocal of the last of these is the real wage expressed in 
terms of consumption goods. If interest were zero, this expression 
would equal the full productivity of labor in producing consumption 
goods, as given in the first equation of (4). But of course (4) refers 
only to steady states of output and input, paying no attention to the 
time lag between inputs and outputs. Only under special, and unrealis- 
tic, market assumptions can the competitive supply and demand rela- 
tions be expected to ignore these timing relations: if supply and de- 
mand among investors and consumers yields a positive r, then workers 
will receive their “discounted” productivity. This means many things 
to many writers: exploitation to some, to others merely that workers 
(and machine-owners) receive their full undiscounted productivities in 
terms of the intermediate product that they now produce. Because of 
the workers’ supply and demand for ripe and unripe products, and the 
corresponding supply and demand of those who own consumption or 
capital goods, the market rate of interest r is what it is. And being 
what it is, costs and prices and incomes are what they are. 

Note too that the price ratio between any two goods, such as 
p2/w-—- p/w in (6), or between either of these and any third good, 
will not be proportional to their embodied labor contents as given in 
the first equation of (4) and the corresponding equation derivable for 


(S) 


(6) 


j 
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K in terms of L: alone.’ Exchange values would precisely be given by 
such labor contents if interest or profit were zero. (Remember we have 
also conveniently banished all land rents from existence.) This mathe- 
matical fact will not be of comfort to one looking for a labor theory 
of value as a base point for a theory of labor exploitation; the propor- 
tionality of market price to labor content applies validly only when 
surplus value is zero and not worth talking about! 

When interest is positive, a change in its magnitude will change all 
relative prices, a hard fact that Ricardo never could square with his 
desire to find an absolute measure of value based upon labor. And 
even had Marx lived to write a fourth or fortieth volume of Capital, 
he could not have altered this arithmetic obstacle to the relevance of 
his labor theory of value. 

The Tableau Economique. For each stationary state based on L 
and r, we can combine the prices of (6) and the quantities of (4) to 
get the Quesnay-Marx-Leontief money-flow matrix. Of course, we 
must reverse the Marxian emphasis, beginning with market exchange 
values rather than labor values because that is what the market that 
determines people’s incomes and goods’ prices begins (and ends! ) 
with. We get: 

PiK = (wl, + piki)(1 + 17) 
= (wl. + pik,)(1 +17). 

Write ~.K, as the Marxian “constant capital” C., wZ, as “variable 
capital” V,, and the difference between Industry-I receipts and the 
sum of these as “surplus value” S,, Define C2, V2, S: for the second 
industry likewise. Then by definition (7) can be rewritten: 


pik = C; + Vit 

= 
Such a relation would be valid even if positive accumulation were tak- 
ing place, with AK = K ‘*— K‘ > O, and (7)’s K = Ki + K2 + OK, 
If simple reproduction is assumed, with K = K, + Kz, then it is easy to 
derive the Marxian condition for simple reproduction.‘ 
(9) = Vi S; 

However, the supposition made in Capital, Vol. I, of equal rates of 

surplus value in different industries, $:1/Vi = S:/V2, is seen to be gen- 


(7) 


(8) 


*If we write AK — K*** — K‘ as the net production of physical capital, over and above 
what is used up as intermediate product in production (“depreciation”), then the steady- 
state production-possibility equation of final goods producible for each L may be shown 
to be given by: 

— AK + [ag + + = L. 


*P. M. Sweezy, The Theory of Capitalist Development (New York, 1942), p. 77. This 
seems by all odds the best book on Marxian economics. 
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erally untrue. By (6)-(8), we find: 


r(way + pi by r 
(10) 1 1 1 1 
Se r(wae + pibe) pi be AY pi 
= — =r+r +r 
V2 wag wa, V; w \a2 a; 


It would be a fortuitous selection of (a:, b:; a2, b:)—namely that for 
which b,/a: = b:/a2z—that would make these equal when both are not 
zero. However, the situation is a little better than Marx’s critics have 
realized: for if the “organic composition of capital’? happened to be 
the same for different industries at one interest rate, then it would 
have to be the same for all values of r. 

Table I shows the simple reproduction model in the Leontief tableau 
form of input-output money flows. Each industry is listed in rows and 
in columns. Thus, the column of Industry I gives the dollar production 


RepRopuction, LEONTIEF-STYLE 


Gross Product 


Industries I II Final Products Tots 7 
| otals 
I pik: | 0 z 
Added 
Interest r(wl,+ pik) r(wle+ piK>) - 
Gross Costs Zz zz 


costs it pays out. The row indicates where Industry I sells its products. 
Above and to the left of the broken lines are the intermediate-goods 
flows; then on the right comes the value of final output, and below 
come the value-added cost items (excluding, of course, all deprecia- 
tion). The starred quantities represent national product, as final com- 
modity flow or equivalent factor costs. The sums of rows or columns 
are indicated by =, and the == checks the identity of all the table items 
to the gross sum of column sums and to the gross sum of row sums. 
As a condition of stationariness, AK = O in row I’s third column: 
hence (9)’s identity between ~:K2 and the value-added items of 
column I, 

To be stressed is the fact that our table is limited by more than the 
tautological accounting identities: having committed ourselves to equa- 
tions (1)-(6), we must make each entry in the table directly propor- 
tional to total labor Z, with a proportionality coefficient that is an 
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easily determined function of (a:, b:; a2, b2; r) and nothing else. I 
leave the working out of such coefficients to the reader, since they are 
important only for Marx’s special two-industry circular model. Later 
we shall see how the coefficients vary for each percentage rate of growth 
of the system. 

A Digression on the “Transformation” Problem. Marx seems never 
to have quite mastered the purely technological implications of his 
simplest models, It is idle to speculate whether his Volume II analysis 
of circular flows might not have been more fruitful if he had not mis- 
led himself by Volume I’s attempted labor theory. After all, we don’t 
expect in 1860 to find 1960 models. But later scholars surely would 
have made progress faster in this field if they had subjected the labor 
theory to careful analysis rather than spent so much time in what must 
seem to a critic as sterile apologetics. 

One honest attempt to analyze the relations between exchange values 
and labor values beyond the unsatisfactory state left by the posthumous 
Volume III is associated with the names of Bortkiewicz, Sweezy, and 
Winternitz.” Yet the present exact analysis of this model suggests 
that this so-called “transformation problem” is rather pointless. 
Equations (6)-(7) determine all market magnitudes in terms of 
(a1, b:; a2, be; r; L). Using the definitions implicit in (8), we can 
then evaluate all the Marxian expressions as functions of these same 
variables. Logically this transformation goes from exchange values to 
Marxian-defined values—not vice versa! This is because exchange 
values are solidly based on equations (5)-(6), as Ricardo, Smith, and 
all modern economists would agree. There is no similar solid ground 
to be found in the Marxian labor theory of value; a model based on 
equal rates of surplus value is like a made-up nursery tale, of no partic- 
ular relevance to the ascertainable facts of the simple competitive model 
(nor to the facts, for that matter, of the Chamberlin monopolistic 
competition models or the models of developing and oscillating capi- 
talism). 

Many Marxians have thought it a virtue of the labor theory of 
value that it “explains its deviations” from the market-price theory. If 
so it shares this virtue with every theory, however nonsensical: for 

*See Sweezy, op. cit., Ch. 7 for discussion and references. Also, L. von Bortkiewicz, “On 
the Correction of Marx’s Fundamental Theoretical Construction in the Third Volume of 
Capital,” transl. by Sweezy from the July 1907 Jahrbiicher fiir Nationalékonomie und 
Statistik and given as an appendix in Sweezy’s English edition of Béhm-Bawerk’s critique 
of Marx and Hilferding’s rejoinder: Karl Marx and the Close of His System (New York, 
1949). J. Winternitz, “Value and Prices: A Solution of the so-called Transformation Prob 
lem,” Econ. Jour., June 1948, LVIII, 276-80. R. L. Meek, Studies in the Labour Theory 


of Value (London, 1956), pp. 189-200, discusses this problem and gives reference to later 
Econ. Jour. writings 
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truth always equals “error plus a deviation”; and while { should prefer 
to say that Euclid’s geometry explains the deviations between it and 
my daughter’s geometry rather than vice versa, I would not go to the 
guillotine over such a semantic issue. A quite different defence of the 
Volume I detour is the historical argument that prices once were in 
accord with Volume I’s labor theory, but just as Volume III evolved 
from Volume I so did the capitalistic system outgrow the simple labor 
theory: ontogeny repeating phylogeny may be accurate biology, but a 
respect for the facts of history and anthropology stands in the way 
of this hypothesis. There is finally Marx’s own view that the labor 
theory of Volume I is needed to “determine” or “explain” the aggre- 
gate of surplus value, with the bourgeois theories of Volume III having 
the mundane task of settling the details of how the determined aggre- 
gate is to be allocated among the different industries. Actually, in the 
competitive Marxian model defined by equations (1) and the follow- 
ing, there can be no prior determination of the aggregate: the whole 
is the sum of its (admittedly nonindependent) parts and all the pric- 
ing relations are simultaneously determined.” 

I have not the space to deal with the defensive argument that Vol- 
ume I’s labor theory is a (needed or unneeded?) simplifying first ap- 


proximation. Modern science and economics abound with simplifying 
first approximations, but one readily admits their inferiority to second 
approximations and drops them when challenged. Moreover, to my 
mind, the only legitimate first approximation would be that of Smith 


* Maurice Dobb, On Economic Theory and Socialism (London, 1955), Chapter 17, deals 
with the transformation problem. Dobb, as does Sweezy, seems to feel that Bortkiewicz 
came to criticize Marx but in effect ended up justifying him by showing that labor’s wage 
was determined after a “deduction” and by arguing as follows: “If .. . the rate of profit 
in no way depends on the condition of production of those goods which do not enter into 
real wages, then the origin of profit must clearly be sought in the wage-relationships and 
not in the ability of capital to increase production.” (L. von Bortkiewicz, “Value and 
Price in the Marxian System,” English transl. in International Economic Papers No. 2 
[1952], p. 33). I do not see that the Bortkiewicz “deduction” or “withholding” theory of 
wages differs essentially from the conventional “discounted” productivity theories here 
analyzed and subscribed to by Taussig, Wicksell, Bohm-Bawerk, and non-Austrians. Adding 
a nonwage-good sector with its new (a,b) coefficients and adhering to horizontal labor- 
supply conditions which fix the real wage, we may find it true that all three industries 
can come into stationary equilibrium and with r determinable from (6) or (11) quite 
independently of the new (a,b) coefficients. But how does this make anyone prefer Volume 
I to Volume III or to any modern bourgeois theory? 

Without going into the social relations of the past or future, any economist can see 
these implications of competitive market prices. (He can also see that the (b,,b:) coeffi- 
cients reflecting the productivity of capital do affect r; and he can envisage a case where 
Industry III alone, by virtue of having a, = 0 and b, < 1 will determine its own-rate of 
profit by itself, and he will realize that if this new r differs from that of (11) what must 
give is not bourgeois economic theory or the capitalistic institutional economy but rather 
the assumption of stationary relative prices!) 
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and Ricardo in which the labor theory is first introduced with zero 
surplus value or profits (as in Ricardian comparative advantage ex- 
amples) but is then to be dropped as unrealistic. Volume I’s first ap- 
proximation of equal positive rates of surplus value, Si/Vi, is not a 
simplifying assumption but rather—to the extent it contradicts equal 
profits rates Si/(Vi + Ci)—a complicating detour, Marxolaters, to 
use Shaw’s term, should heed the basic economic precept valid in all 
societies: Cut your losses! 


II. Incompatibility of Falling Profit and Falling Real Wage 


Falling Real Wage or Falling Rate of Profit? We now have the 
equipment to answer an unresolved problem of the Marxian literature. 
Is there a law of the declining rate of profit as time goes on? Ricardo 
and Sir Edward West in 1815 showed that the answer is, Definitely 
yes, if you assume Malthusian reproduction of labor matches the capi- 
tal accumulation that is applied to scarce land. The law of diminishing 
returns applied to land then guarantees that profit, or interest, should 
fall. 

Marx, having in most of his work ruled out such rising rent consid- 
erations, explicitly rejects this explanation of falling profits. More- 
over, Marx was like Malthus and older economists in not bothering to 
distinguish between technological changes and changes within a given 
production function. This does not mean that for him a postulated 
secular econometric law meant that literally what it prophesied would 
indeed happen; for, like Malthus and others, he often spoke of 
“tendencies,” and in such a way that we hardly know how to decide 
when he was wrong—and hence when he was right! 

From a tautology relating the profit rate r to society’s rate of surplus 
value &S/XV and its organic composition of capital XC/2V, Marx de- 
duced the tautology that higher yalues of the latter, the former being 
held constant, would necessarily mean that r falls. Sweezy, Joan 
Robinson, and most analysts of Marx have rightly, I think, criticized 
this arbitrary ceteris paribus type of argument. The rate of surplus 
value is a purely derived concept about which little can be said in 
advance until we already know what is happening to the (a, b) tech- 
nological coefficients and the supply-demand relations for labor and 
interest loans. Instead therefore we must tackle directly the question 
of what accumulation will tend to do to 7, basing ourselves on the 
actual behavior equations of competitive capitalism. 

First though, we should note a contradiction in Marx’s thinking 
that analysts have pointed out. Along with the “law of the falling rate 
of profit,” Marxian economists often speak of the “law of the falling 
(or constant) real wage of labor.” Some Marxians have even thought 
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that the important fruit of Capital’s peculiar definitions has been this 


law of the “immiseration” of the working classes, with the rich getting 
richer the poor poorer, and with nothing to be done about it until . 
capitalism becomes so senile and cycle-ridden as to lead inevitably to an 
a revolutionary transformation into socialism or communism. The facts | 
of economic history have, of course, not dealt kindly with this law. : 
And Marx himself did not adhere to it at all times. But he perhaps 
didn’t fully realize the inconsistency of his two inevitable laws. As 
Joan Robinson points out: “Marx can only demonstrate a falling 
tendency in profits by abandoning his argument that real wages tend 
to be constant.”’ Our model is well-designed to show this. 

Specifically, with specified (a, 6) coefficients if attempts to ac- 
cumulate did succeed in bringing profit r down to a lower plateau, the 
real wage would have to be higher—and by a quantitative amount to 
be predicted from our second formula of (6), namely 

ax(1 + r)[1 — + r)] + + + 
This rational function grows as the interest or profit rate falls, reach- 
ing its maximum when s¢ reaches its zero level. 

A Theorem about Technological Change under Perfect Competition, 
This wage-profit relation is derived, not from the orthodox model in- 
volving smooth marginal productivities, but from the simplest fixed- 
coefficients model that Marx seems often to have had in mind." It does 
rest though on fixed technology as given by the (a, b) coefficients. 
Since Marx admits technological change into his system, doesn’t my 


& 


‘Joan Robinson, An Essay on Marxian Economics (London, 1942), p. 42. Also, Sweezy, 
op. cit., Ch. 6. 

* J. Robinson, op. cit., p. 43 demonstrates the orthodox case, making implicit use of a 
smooth two-factor homogeneous production function. Her next page’s numerical example, 
suggesting that with a fixed real wage r might fall, is inconsistent with such a model, no 
matter how “very sharply” the marginal productivity of capital is assumed to fall; for- 
gotten is the fact that when increased capital to labor leaves the real wage constant, de- 
creased labor to capital must leave the profit rate constant too; actually, for all changes 
within a smooth or unsmooth homogeneous production function, A(real wage) equals 
—)A(profit rate), where A is an intermediate positive capital/labor ratio. 

Recently William Fellner, “Marxian Hypotheses and Observable ‘frends under Capital- 
ism: A ‘Modernized’ Interpretation,” Econ. Jour., Mar. 1957, LXVII, 16-25, argues that 
a two-factor, homogeneous production function, zero-monopoly world can have its real- 
wage marginal productivity and its profit marginal productivity simultaneously fall me, 
provided a sufficiently labor-saving invention has intervened. Fellner's conclusion is in- A 
consistent with my theorem: competition would keep the invention he envisages from 
ever becoming exclusively dominant. The rest of Fellner’s excellent paper is quite un 
affected by his pp. 20-21 discussion of this point, which in any case no longer represents 
his opinion on the subject. Since writing this paper, I note H. D. Dickinson, “The Falling 
Rate of Profit in Marxian Economics,” Rev. Econ. Stud., Feb. 1957, XXIV, 120-31, deals 
with a similar topic, attempting to use the Marxian C, V, S, categories. The sharp contrast 
with the present treatment is worthy of note. 
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argument that falling r with given (a, 6) coefficients implies rising real 
wage w/p. become irrelevant? In the competitive model, I believe not 
completely. 

For technological change is itself subject to some laws. A technical 
improvement must be an improvement or it will not be introduced in 
a perfect-competition market economy: Marx cannot repeal the valid 
part of Adam Smith’s law of the Invisible Hand, for its validity de- 
pends only on the existence of numerous avaricious competitors. To illus- 
trate, imagine an old set of coefficients (a:, 61; a2, b2; r) and a new pos- 
sible set (a:’, b:’; a2’, b:’; r’). Then if r’ <r and if the new technology 
will actually win its way in a competitive market over the old, I assert 
the theorem that the new steady-state real wage (w/p:)’ must be 
greater than the old real wage.* 

This is straightforwardly provable by the mathematics of linear 
programming. It will become intuitively clear if one considers the 
special Ricardian case where 6, = O and no circular complications can 
arise from the fact that it takes machines (K,) to make machines (K). 
Remember that in a perfectly competitive market it really doesn’t mat- 
ter who hires whom: so have labor hire “capital,” paying the new 
market interest rate r’ <1; then labor could always use the old tech- 
nology and paying less than r get better than the old real wage. If 
labor does not do this, it must be because it can now do even better 
than better.’’ 

If my result or my argument seems paradoxical, remember that per- 
fect competition—like Christianity—will be found to be very para- 
doxical if ever it is universally tried. And remember too that Marx 
has made the unrealistic assumption that everything except labor is 
reproducible in the long run. If he had abandoned his labor-theory- 
of-value concepts and from the beginning buiit on the patent fact that 
natural resources too are productive (in the unemotive sense that if 
the U.S.A. or U.S.S.R. didn’t have them, its product would be less), 
then the possibility of having profit and wages both fall would have to 

* Rewriting (11) as w/f: = #(r;a,b), and now letting (a,b) be variable as a result of 
technological change, the competitive Invisible Hand can be proved to select (a,b) so 
that w/p, = #(r) = maximum of #(r;a,/) with respect to (a,b). Similarly, r = @7'(w/p:) 
= maximum of #”°(w/p:;a,b) with respect to (a,b). Always #’(r)< 0. I believe this to 
be a new theorem. Of course, it is a prosaic mathematical fact not a Dr. Pangloss teleology. 


” The argument holds even if capitalists do all the hiring, provided only that workers 
go where they get highest w and competing capitalists do what gives highest profits. If b; 
> 0, the argume _ needs some amplification because workers have to hire some of the 
old-type K, to carry through the old-type activities and for quite a while the rents of the 
K's might be adverse to labor; also we could not be sure of being able to settle down to 
a steady state in two periods when b, > 0. The stated theorem remains valid though. (Note 
that with b, > 0, there must have been other ways of producing or getting K, else the 
system could never have gotten started and could never recreate any K if it were all bombed 
out—-or if, like passenger pigeons or dodo birds, K once became extinct.) 
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be admitted. He would also have been in a better position to explain 
why some people are very rich indeed and why some countries are more 
prosperous than others. 

Causality and History. Faced with two contradictory dogmas, what 
are we to do? Decide that the capitalistic system is doomed to con- 
tradiction, and that when the irresistible force meets the immovable 
object there will ensue an inconceivable disturbance—with communism 
peeking up through the revolution’s ruins? This is the “pathetic fallacy” 
—in which the observer imputes to Nature his mental states—with a 
vengeance. 

Instead, of course, we jettison one (at least! ) of the dogmas. Which 
one? I nominate the law of the declining (or constant) real wage for 
the junk pile, and note with interest that modern Marxians increas- 
ingly turn to that part of the sacred writings more consistent with 
last century’s tremendous rise in workers’ real wage rates." 

It would be unsafe to predict an actual secular decline in interest 
or profit rates in that most economists—notably Schumpeter and Irving 
Fisher—have emphasized how technological change may raise sagging 
interest rates, just as plucking a violin string restores its dissipating 
energies. Moreover, interest rates have historically oscillated in such 
a way as to lead many economists to the view that there is a funda- 
mental law of constancy of the interest rate. (Taussig, e.g., tried to 
frame a theory of a horizontal savings schedule to explain this alleged 
constancy. ) 

None the less it is of some import to know what would be the effect 
of attempts to accumulate capital at a rate greater than labor supply 
increases, on the assumption of unchanged technology. For such an 
inquiry can throw light on the tendencies upon which technological 
changes of a labor-saving, capital-saving, or neutral character have 
to be superimposed. Within the framework of my simple two-sector 
fixed-coefficients model, the resulting analysis will be seen to be at least 
a little like the despised wage-fund doctrines of Smith, McCulloch, and 
the Mills. 


III. Steady Growth 


The Expanded-Reproduction Model. Apparently Marx did not have 
the time to perfect his “expanded reproduction” model in which in- 
vestment and growth take place. Modern techniques make such analy- 
sis a simple task. I retain the fixed-proportions assumption and take 
up the natural case where, instead of being geared to a stationary 
level, the economic system is geared to steady growth. This necessarily 


"See for example, discussion of this topic in Econ. Rev. (Tokyo), Jan. 1957, VIII, 
particularly 21-25. 
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means steady geometric or exponential growth at uniform percentage 
rates: no other time-path is possible if many variables and their rates 
of change are to remain in constant proportions, Such a geometric 
progression has the further property that relative contemporaneous 
prices and relative intertemporal prices can be constant along it 

Our production conditions (1) and (2) remain applicable. So do 
our cost-of-production conditions (5)-(6). But now our simple-repro- 
duction equations (3)-(4) must be replaced by their equivalent rela- 
tions corresponding to each percentage rate of growth m per period. 
Now: 

= (1+ m)K'=.--+-+ = (1 + m)'K? 


= (1+ m)L'=--- = (14+ m)'Le 
a;(1 + m)K* + = L* 
bi(1 + m)K' + = K', 


where I have substituted for K‘* its indicated value in terms of K‘ 
and have omitted all inequalities by virtue of the assumption that the 
system is geared to its rate of growth with no excess capacities of men 
or machines. Just as we solved the static (3) for (4), we can solve the 
last two equations of (12) explicitly to get 


(12) 


yer + m) 


— b(1+ m)| + ws) 


(13) 
b: 

— + m)] + ayb2(1 + 

The first of these coefficients has a slight similarity to the expression 
for the real wage in (11) or (6). In (11) and (6) the positive interest 
factor r acted to blow up, so to speak, every input requirement ai 
or bs into ai(1 +7) and d:(1 + 7). Here the positive growth rate m 
acts to blow up d, and a; into b:(1 + m) and ai(1 + m), but b2 and a: 
are quite unaffected."* 

Table II presents the moving equilibrium. Except for p:AK, which 
is equal to mp,(K, + K:), it looks like the earlier Table I. National 
product is now given by fewer starred sums =*, and this must equal 
the sum of all the value-added items. No longer does the condition for 
simple reproduction, piK: = wl, + r(wL, + p:K:) as in (9), hold. 
Also the precise dollar magnitudes are now definitely weighted to- 
ward more importance to Industry I, since we now spend more of our 
available final incomes on capital growth: the exact quantitative magni- 


“In the closed von Neumann model of dynamic equilibrium, characterized by constant- 
returns-to-scale and everything plowed back into the system, m and r turn out to be 


identical. This is not such a system and the possible relations are m s : 
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Tasie ExXpANDED-REPRODUCTION, LEONTIEF-STYLE 


Gross Product 


Industries | | Final Products | 


{Wage s 
Value | 


Added Interest r(wl,+ pik) r(wla+ pik:) 


tudes are given by functions of the (a:, 1; a2, 62; r; m) coefficients 
and are easily computed from equations (6) and (13). 

In the next period our tableau would look like that of this period, 
but with all magnitudes blown up by the common factor (1 + m); and 
so forth with each succeeding period, Hence, such a steady-growth 
progression could go on forever if only the same behavior rules con- 
tinue to prevail. (The only restriction on the possible rate of growth 
is that 1 — + m) > O or OS m< (1 so that all indi- 
cated ratios shall exist and keep all our variables positive. A similar 
restriction 1 — b:(1 + r) > O had to hold for r. Otherwise production 
of capital goods K could never have paid. ) 

I have said nothing about the saving habits of wage or interest 
earners that would give rise to the analyzed growth rate m. Certainly 
if each group saved a constant proportion of its income at all times, 
say %~ for workers and 2, for interest receivers, we could solve for the 
only ‘‘warranted rate of growth” m that is compatible with these prop- 
erties. (Of course, to assume that L‘ is always available at the result- 
ing geometric rate is tantamount to postulating a “natural rate of 
growth” equal to whatever warranted rate results. )'* 

The solution for m in terms of ¢» and %, is more complicated than 
one might at first think. Obviously, the distribution of income depends 
upon the interest rate 7, postulated to go along with the given 
(a1, b:; a2, bz) technical coefficients. Call the fractions of income going 
to wages and interest kw and k, = 1 — &w. Then the community’s 
average propensity to save must be 

= + = — + O74; 
and we see that this will be the higher the higher is the income of the 
relatively more thrifty interest receivers. 

What we may not realize is that the distribution of income coeffi- 


* These terminologies will be recognized as those of the modern Harrod-Domar growth 
models. 
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cients, besides being functions of the interest rate 7, are also functions 
of the unknown m growth rate as well; indeed the ratio of total capital 
asset value to income, the so-called “accelerator” coefficient 6, which 
is needed along with ¢ to define the warranted rate of growth, is itself 
a function of m (as well as of r). So the equation defining the warranted 
rate of growth: 


m= — or Bm — a0 = 0 


B 
must, even for given (a, b) coefficients, be written in the implicit- 
equation form: 


(14) or B(r, m)m — o(r, m) = 0. 


Why do the accelerator and the distribution-of-income coefficients 
depend on m as well as on r? First, because the relative share of wages 
will differ generally in Industries I and II, and each different growth 
rate gives a different relative importance to the capital-goods and 
consumption industries, Our equations permit us to compute the exact 
effects for each (a, bi; a2, b2; r; m) coefficients. Second, and related 
to the above, each different r will change the dollar (or consumption- 
good or labor-hour) total of asset value to which the yield r is applied. 
The equation: 


Total interest return = r (total asset value) 
(15) = + whe + piki + 


a2, 7; m)wL, 


where A is a function determinable from our earlier equations and 
where the bracketed expression represents total asset value. 

Our whole problem then has a determinate solution quite free of 
any of the dilemmas of “capital metaphysics.” All is grounded in hard 
technological fact and hard competitive-market fact: there are circular 
relations between interest and asset value, but they are virtuous circles 
not vicious ones."* 


IV. Changing Factor Proportions and Prices 
The Law of the Rising Rate of Profit. So long as labor and the sys- 


“The case where profit receivers have = 1 and workers have ow = 0, however 
econometrically unrealistic, is a special case of the above analysis. Were o~ > o,, the 
logic of the system would be little changed. Of course, with o~ = ,, the distribution of 
income would become irrelevant and the analysis slightly simplified. Also, in the singular 
case earlier mentioned, where a,/b; = a./b; and labor-values are proportional to prices, 
ke and k, are independent of m and the analysis becomes even more simple; but to assume 
away differences in the organic composition of capital is to ignore one relevant factor in 
the distribution of income. 
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tem are geared to grow at the same rate, there is no need for profit or 
interest to change. But if labor grows at a faster percentage rate than 
does “capital,” our equilibrium conditions become inconsistent. Some- 
thing has to give. What? 

One definite possibility is for labor to become redundant and—if it 
has no reservation price or real cost of staying fit to work—its wage 
will have to fall. Fall how far? Adhering to the extreme assumption 
of fixed-coefficient production functions as given in (1) and what fol- 
lows, we recognize that the real wage becomes literally zero. Kill off 
one of the now superfluous man-hours and you have outputs un- 
changed: so the competitive market will impute a zero wage to all man- 
hours. Mathematically, the inequality will now hold in the first rela- 
tion of (2); and since all subsequent equations were based on the 
equality in this relationship, all must now be replaced by new relations. 
E.g., cost-of-production now requires: 


pitt! = bi + + 

= + + a2); 
and if prices are to be constant through time with p:'* = pi‘, we must 
have 


(16) 


1 
1+r=— 
(17) 
1 by 
These show that the interest rate, which is now interpretable as the 
own-rate and net-reproductive-rate of machines, must, so long as any 
of them are being produced, be determinable by technology alone 
quite independently of all time preferences; and that the terms of trade 
between consumer goods and machines now depends only on technol- 
ogy, and more specifically only on machine requirements as given by 
the 6’s with the a requirements of free labor now being irrelevant. 
We can now reckon the national product from the first equation of 
(12). The following must all hold: 


+ V'+! = K! 
+ = (1 — 5,)K‘ 


1— 1—d, 
p 
p2 p2 
The next-to-the-last of these shows the total value of final products 
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expressed in machine numeraire units. The last equation shows on the 
left side the total value of final products expressed in consumer-good 
numeraire units. The right side, which was derived by using the rela- 
tions (17), shows that the national product is equal from the cost side 
to interest on value of machines alone. This is natural enough since 
wages are zero and must have a zero share of total income.” 

In this case where capital goods have ceased growing as fast as 
labor, the rate of profit has risen to become all of the product. So 
bizarre a result came from the bizarre assumption of fixed coefficients. 
If there were many alternative techniques, a faster growth of labor 
than capital would imply rising interest or profit rates and falling real 
wages, but not a zero wage with profits getting all."* 

Even in the extreme case of fixed-proportions technology, a zero 
wage is one possibility: indeed a quite likely one. But it is not the only 
possibility. As long as the organic compositions of the two industries 
differ, by shifting demand toward that industry with relatively high 
labor requirements—as measured by higher a:/bi—we could put off 
the evil day of labor redundancy and zero wage. There is no Invisible 
Hand, though, which inevitably leads the system to this demand shift: 
the reduction in the relative price of the labor-intensive good need not 
coax out much more physical demand for it. In any case, if labor 
really grows at a faster geometric rate than capital, labor must in- 
evitably become more plentiful relative to capital than either industry 
could employ and must ultimately become free. 

How Profits Fall. The case where capital grows more rapidly than 
labor is perhaps more true to Western life. In order to see what hap- 
pens when people try to accumulate faster than the labor supply, con- 
sider the special instance where labor is completely stationary and yet 
savers would like to accumulate. This special case, where the natural 
rate of growth of the system is given by m = 0, does not differ in its 
qualitative features from any case where m is positive but less than the 
warranted percentage rate at which capitalists would like to have the 
system grow. 


“If capitalists saved all, with o, = 1, and if they received all the income, with k, = 1, 
then the system’s actual rate of growth would be m =r = (1 — b,)*, which would pre- 
vail so long as available labor grew even more rapidly and stayed freely available. It 
would involve a certain amount of implicit theorizing to argue that this actually would 
happen in a model in which laborer’s-consumption was tied to subsistence and had already 
been included by convention in the b (rather than a) coefficients; but such a mode of 
arguing would not be logically wrong, however unrealistic these econometric assumptions 
might be regarded. 

“The simplest neoclassical model is one where Y + (dK/dt) = Q(K,L), O being a 
homogeneous function of the first degree with partial derivatives (“marginal productivi- 
ties”) and Ox. The diminishing-returns condition 7Q/0L? = <0 implies that a 
rising trend in L/K entails a rising trend in r = Q« and a falling trend in w = Qy. 
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The Marxian model with fixed coefficients presents some quite patho- 
logical features. For if the attempt to accumulate were to cause physi- 
cal machines K to grow relative to fixed labor L, the machines would 
become redundant in supply and their rents would fall immediately to 
zero.'’ The most obvious case in which this would have to happen in- 
stantaneously is that in which the organic compositions of capital are 
equal: b:/a: = b2/a2 = b/a. The instant K/L exceeded b/a, K would 
become free, with (p:/w)* = 0 = (p:/p2)'. We should then have: 
(19) w'a,(1 + r'), 


No production of future K would take place unless it covered its pro- 
duction costs; so only so much would take place as could match the 
b/a machine-labor ratio. Industry I would therefore contract so as no 
longer to produce K‘* in excess of La/b. Industry II would temporarily 
produce more consumption goods: whether these would end up con- 
sumed by workers or capitalists would depend on the interest rate 
and price configuration prevailing at the end of the next period. 

A similar but slightly more complicated analysis would handle the 
case where b,/a: + b2/az. In every case should the attempt to save 
cause a disproportionate temporary growth in K, K would become 
free. This does not imply euthanasia of the capitalist class, not even 
temporarily. For as (19) shows, interest would still be received on 
“advances” to workers. Machines are only one type of capital asset. 
Goods in process are another." 

Had the attempt to save forced K rents to zero, it could only be the 
result of a miscalculation: competitive future prices could not have 
been correctly quoted in the market place. To be sure, competitive 
capitalists have no crystal ball picturing the exact future and mistakes 
have often been made. But once K had become free, it could never stay 

* There is the possibility, mentioned in the last section, that shifts in product-demand- 
mix toward the industry using more of the excessively-supplied factor might absorb its 
extra supply—at least for a while. Thus the cheapening of the machine-intensive good 
might meet a sufficiently elastic demand for that good to keep both factors nonredundant. 
But note that this shift could not carry us back to the stationary-state simple-reproduc- 
tion configuration of Table I with the same price ratios and interest rate prevailing and 
the same zero net investment prevailing, because our hypothesis is that people are no 
longer content to refrain from saving in that situation. And growth of K at ever so small 


an exponential rate faster than labor’s growth rate would inevitably make it a free good™ 
in finite time. 

In this pathological model labor might collusively wipe out all K rents by producing 
one redundant unit of K. But only temporarily. Production of K will subsequently con- 
tract. In this model, collusion of all owners of K could limit its supply and wipe out 
wages. However, if any one unit of K escaped from the cartel, it and collusive labor 
could eventually reproduce any needed K outside the cartel. 

™ Such intermediate goods are probably a better description of capital than the old view 
of capital as the historic, now gone, food that was advanced to workers. The latter double- 
counts if we add it to the former; by itself, the latter undercounts in that interest is also 
earned on outlays for factors other than labor. 
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free and continue to be produced. Curtailment of its production by 
Industry I would undoubtedly take place. One could even try to con- 
struct a cobweb-like business cycle theory of intermittent over- and 
underproduction of capital goods; certainly, though, a two-sector fixed- 
coefficients model has such special features as to make the result 
rather unrealistic. 

What then is the equilibrium time-path that is consistent with sta- 
tionary L and attempts to accumulate? The fixed-coefficient Marxian 
model makes all “real”? accumulation quite impossible: there can be 
no technical “deepening of capital’ in it. Does this mean that the 
profit rate r cannot fall? No. Why should it mean this? If I wish to 
save, for my old age or to enhance my power, why should I be led to 
desist from trying to do so by the consideration that the system is in- 
capable of using new investment? Rather will I continue to try to save, 
to try to buy up existing assets. 

Thus, suppose I earn income from K rents, or from interest return 
on goods in process, or from selling goods for more than I paid in 
wages and rent in producing them, or for that matter merely from 
my wages. Then instead of spending all this income on current con- 
sumption goods Y, I may ¢ry to hire labor or machines for next period’s 
production, giving up so to speak my consumption allotment to owners 
of those factors. 

Now what is it which guarantees that there will be owners of such 
factors willing to hire them out in the amount that investors wish to 
employ them? Of course, it is the competitive pricing mechanism that 
causes all markets to be cleared.’ Crudely, you can say that the in- 
terest rate r‘ falls enough to eliminate any excess in the value of what 
people want to save and invest over the value of factors available to 
them; contrariwise, if the wish to save and invest is lagging, the pres- 
ent factor prices p:‘ and w‘ will be depressed relative to future goods’ 
prices p.*** and p.' and the competitive rate of interest (or of profit) 
will be bid up very high. It is crude to speak of the interest rate r‘ 
as alone providing equilibration: actually it is the whole pattern of 
present and future prices (pi‘, po*, w’; pil’, w'*). 

In the special case where the urge to accumulate is modest and 
steady, the profit rate r‘ could be steadily falling as a result of this 
process, but at so slow a rate as to permit relative prices (p:/w)* and 
(p2/w)* to remain practically constant over time.’ Then our cost-of- 


™* See later sections for some qualifying remarks concerning “effective demand.” 

“TI make a point of considering a slow change in r‘ because the actual interest change 
in each period will cause changes in (p:/p,) and (p:/w) and create revaluations and money 
windfalls. With relative prices changing, we no longer have equality of “own-interest-rates” 
and (5)-(6) need obvious modifications. By assuming (r‘**—r‘) always very small, we 
make these revaluation-effects small and ignorable. 
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production equations (5)-(6) would still be valid but are to be written 
with a slowly falling r‘ in them, The steady attempt to accumulate 
leads to no physical accumulation of A or anything else; rather it 
causes an upward valuation of existing input prices relative to output 
prices, which is the same thing as a reduction in the profit rate r‘. Some 
savers may now succeed in hiring additional inputs (K,', K2', Zi‘, Le‘) 
but, if they do, it is because other capitalists become content at the 
new interest rate and price pattern to hire less. If all capitalists are 
exactly alike, they merely bid up factor prices and bid down profit 
rates. 

What has all this attempted accumulation done to real wages? With 
lower r‘ in equations (5)-(6), and in particular in the last line of (6), 
we see that less is being “discounted” from labor’s (“gross”) produc- 
tivity. Real wages have been rising. If, at the lower interest rate, net 
accumulation should now cease, the real wage going to the unchanged 
labor supply will not fall back to its previous level but will stay at the 
higher plateau forever. 

Each capitalist in trying to save and increase his own profits ends 
up killing off the total of profits in favor of the workers. This ex- 
treme phenomenon results from the extreme assumption of fixed- 
coefficients with implied zero marginal-productivity to all further 
machines or changes in the roundaboutness of production, Yet some- 
thing of what happens in this case will also hold in a more realistic 
case of multiple production techniques. As attempted saving lowers 
interest rates it lowers the discounting of real wages; but in the more 
neoclassical case, employers will not lose all that workers gain, the 
difference coming from the extra product producible from ‘deepening 
of capital” (4.e., producible from the new complex of physical capital 
goods brought into existence by the pricing changes induced by the 
attempt to save).*° 

All this makes clear that the technical (a, >) coefficients and the 
competitive cost-of-production equations are insufficient to determine 
all our variables: we need further equations of supply and demand, as 
e.g. ordinal utility conditions showing how workers and interest re- 
ceivers allocate their consumption expenditures among different goods. 
But even the latter consumption demand equations are not enough: 
the rate of interest r‘ would still not be determined.*' We need saving- 
investment propensities, and propensities to hold and add to earning 
assets to complete the system. 


* See Figures 2b and 2c for elucidation of the many-techniques case. 

“If labor is assumed always to be on a horizontal long-run supply schedule at a “sub- 
sistence real wage w/pf:,” then (6) or (11) would alone determine r. But prescribing 
employment L leaves r and w/p; still to be determined. 
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The next sections show the wage-fundlike character of this competi- 
tive process. 


V. Wage-Fund Notions 


Perhaps the expression “wage fund” should be avoided altogether 
as conjuring up too many ghosts and as being too hopelessly ambiguous. 
Sometimes the wage fund meant merely sums of money “destined” 
for wage payments, whatever the word “destined” is supposed to mean. 
Sometimes it meant inventories of finished consumption goods “des- 
tined” for workers, and to some writers supposedly consisting of dif- 
ferent consumption items than more elegant capitalists would deign 
to consume. Sometimes it meant a numerator of “all capital,” which 
in some ill-described fashion got divided by the denominator of pop- 
ulation number to give as an arithmetic quotient the real wage per 
capita. Finally in F. W. Taussig’s resurrection, Wages and Capital 
(1896), the wage-fund doctrine merely becomes a reminder that pro- 
duction does take time and that men do not consume unfinished goods, 
with the implication of a certain short-run inexpansibility in the con- 
sumption goods available to the community (to nonworkers as well as 
workers 

In connection with the present two-sector model, it is superficial to 
split consumption Y‘ into two parts, Y* “destined” for workers and 
Y** destined for capitalists, and then to write down the trivial identi- 
ties: 

(1 — oy)w'L' = — y**) = 
(20) ( w\' Y**)/(1 — ow) 
=) 

Except possibly for LZ‘, none of the right-hand variables are given 
constants. In the shortest run itself, when we are realistic enough to 
introduce inventories into our model, we see that not even total con- 
sumption Y‘ is unilaterally given. And suppose it were: still, in any- 
thing but the shortest run, decisions could be made to cause it to 
change. 

What does need emphasizing is the fact that in every run the supply- 
demand decisions of workers, of old capitalists, of new investors are 


“In its most rigid form, the wage-fund doctrine implied that unionized or ununionized 
workers face a short-run aggregate demand schedule of exactly unitary elasticity. This 
neglects the short-run possibility of using up finished-goods inventories faster than the 
usual rate, and tells nothing about the longer-run demand elasticity, which could be on 
either side of unity. In its weakest form, it suggests that the demand for labor is not 
perfectly inelastic and that the demand curve’s rightward and upward shift induced by 
accumulation may be slowed down by concerted measures to raise present wage levels at 
the expense of thrifty capitalists. 
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needed to give us determinate equations for our set of present and 
future prices (p:‘, po‘, w', pi‘, r’, . . . etc.). Taussig was quite 
right in pointing out that the Malthus red herring of a (very-long- 
run) horizontal supply schedule of labor at the “|conventional] sub- 
sistence level” kept Ricardo, J. S. Mill, and most of the Classicals— 
but not the aging Malthus!—from perceiving how undetermined and 
implicit was their theory of current wage determination and pricing. 
Marx’s reserve army is in some ways an even redder herring that 
deflects attention from the missing supply-demand relations. 

Here I shall simply sketch in a superficial way the process deter- 
mining wages, surplus vaiues or interest, and goods pricing. We start 
out with a given K‘ owned by its owners, with a given L‘ perhaps to 
be taken as a demographic parameter. Today’s Y‘ we suppose to be 
given by past decisions, and we overlook changes in short-term inven- 
tories of consumer goods. The system has a history of prices and 
wages. This period’s market must determine decisions on how much 
of (K:‘, Li‘, K2‘, Le‘) are to be hired to produce next period’s (A‘"', 
Y‘*'), The competitive market does this through determining now 
(p:‘, p2‘, w'; r‘). Simultaneously a set of notions about future prices 
(p:‘*', p2‘*') are formed and in terms of these relative prices, employers 
make decisions. If goods were homogeneous, undoubtedly a futures 
market would spring up to register and resolve differences of expecta- 
tions about future prices; but if this did not happen, our theory would 
still be valid after certain easy alterations. 

The “profits” of employers are, retroactively reckoned, determined 
by comparing p.‘K‘ and p.'Y‘ with their past wage and machine costs. 
The profits resulting from today’s decisions will similarly be known 
in the next period. In tranquil times, the ex ante hopes for profit and 
ex post realized profits will not differ too much; but differences that 
do develop will be noted in the market and will influence later decisions 
in the obvious direction, 

“Net or excess demands” for (Y‘', K‘; K,', Li‘, will be 
determinate interdependent functions of (w! 

. etc.). Our number of independent equations is equal to the number 
of unknowns, with only price ratios being determinable until we specify 
enough about the supply and demand conditions for a circulating 
medium (e.g., given gold coins; or minable gold; or paper currency 
issued by the State according to specified behavior rules; or stipulated 
banking practices). 

My fixed-coefficient Marxian model, in the absence of technical in- 
novations altering the (a, b) coefficients, would probably be character- 
ized by attempted accumulation whenever r‘ is high. As we have seen, 
this would cause r‘ to be falling; with no physical deepening of capital 
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possible, capitalists would lose in income what workers gain, which 
might slow up the accumulation process and which later could even 
cause it to cease. (If we assume that interest and profit rates are quite 
high, we can perhaps avoid some of the effective-demand problems 
that arise from the temptation to hoard money when interest rates are 
very low.) 

Where alternative (a, b) techniques exist, lower r‘ will induce 
adaptations in technique. These adaptations can be expected usually 
to slow down the drop in total interest income. Does this mean that 
the real wage will grow less rapidly? If lower r‘ induces irreversible 
(a, b) changes of a so-called “labor-saving” type, the rise in real wage 
could indeed be slowed down or even be wiped out; and if this were to 
happen, the fall in x’ would have been converted into a subsequent rise 
in r', interest rising more than the drop in total wages. However, any 
change to a new (a, 6), which now pays only because r‘ is lower, 
will produce a higher real wage for each r‘ than would the old (a, 5); 
but if the demand for “capital” is sufficiently elastic or sufficiently 
little inelastic, induced technical changes might slow up the rate of 
fall of r‘ so much as to cause the real wage to rise more slowly than 
it would under a single technique. I suspect, but cannot prove con- 
clusively, that a Marxian who takes seriously the fixed-coefficient 
single-technique case is selecting the very model in which improvement 
of labor’s share of the total income would be easiest within the frame- 
work of an unchanged-technology capitalism. 

Life’s Libretto; One Technique or Many? The case of a single 
fixed-coefficient technique is a very peculiar one indeed. Increase 
labor by epsilon and its share of the product may go from 100 per 
cent to zero! The later neoclassical economists would consider this as 
the extreme case of a marginal product curve for labor that is infinitely 
steep over a wide range: confront so steep a curve with a coinciding 
infinitely-steep supply curve of labor, and you have indeed created 
an indeterminate equilibrium wage with all the scope for collective 
bargaining and class power struggles that you could want. 

Perhaps Karl Marx really had such a technology in mind. Perhaps 
not. It may be reasonable to believe that Marx, like Ricardo and 
other early writers, and unlike modern neoclassicists, never explicitly 
thought about what properties of the production function (a concept 
not yet explicitly defined or named) he wished to posit. It would be 
reading into him things that he would not recognize to claim a smooth 
production function with infinite substitution possibilities. On the 
other hand, he speaks again and again of alternative techniques. While 
many of these clearly depict technological change in the production 
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function rather than movement within one function, the fact that the 
old methods are still known along with the new shows that Marx and 
Ricardo definitely envisage the existence of more than one technique. 
(Both Ricardo and Marx write of technical changes induced by price 
changes and adapted to changed price ratios; neither rules out the 
possibility that if the old price ratios were restored, the old technique 
might again become more economical. ) 

Whether or not Marx would resent being interpreted as a believer 
in a fixed-coefficient single-technique world, I should resent on behalf 
of the real world any such description. Go into any machine plant, 
pick up any engineering catalogue, study the books of physics and 
the histories of industrial processes, and you will see the variety of 
different ways of doing anything. If fixed Leontief coefficients (ai, bi) 
had characterized the world, it could never have got started. If the 
world has changed, the old processes are still remembered. Changing 
prices will induce accommodating changes in techniques. Perhaps the 
bookish economist will reply, “Foul! You are bringing in nonstatical, 
nonreversible changes.” To this the realistic observer of the world will 
shrug his shoulders and answer, “So much the worse for a statical one- 
technique theory, or for that matter for any statical theory of produc- 
tion: but if we are to approximate reality by quasistatical tools, the 
more realistic production function to use is one with numerous alterna- 
tive techniques, quite different in their input combinations and intensi- 
ties.” 

We must not be put off by the bogey-man query: “Do you think 
that God created the earth with smooth Wicksteed homogeneous pro- 
duction functions involving a few aggregative factors, Socially Neces- 
sary Labor, Efficiency-unit Land, and Catch-all Dollar Capital?” To 
deny such a belief is not to confirm a belief in fixed-coefficients. A 
more realistic interpretation of actuality will recognize the existence 
of a large, perhaps finite, number of alternative techniques. The 
modern theory of linear programming permits the economist to handle 
these analytically; but even if we ivory-tower observers could not 
easily handle the analysis of many techniques, it would be another 
case of the Pathetic Fallacy to think that the actors in the real world 
will desist from making jig-saw puzzle substitutions because we econ- 
omists can’t easily analyze them. 

John Jay Chapman once said that a visitor to this world would find 
its people behaving more like the people in a Verdi opera than in an 
Emerson essay. So if a visitor from Mars insisted upon a grandiose 
simplification of the economic system—instead of using the less dra- 
matic methods of Walras, Chamberlin, and Keynes~gl think he’d be 
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safer in positing an aggregative production function of the Clark- 
Wicksteed type than one of the Leontief-Walras type.” 


VI. The Reserve Army of the Unemployed 


I shall conclude my dissection by investigating whether the existence 
of a reserve army of the unemployed can do the powerful things 
Marxians have claimed for it. Can it lower real wages to subsistence? 
Can it lower real wages below the marginal product of the last man 
when all the unemployed are put to work? Can it lower real wages 
below the marginal product of the first man of the reserve army when 
put to work? 

Such questions must not be answered in simple terms. First, we 
shall have to specify exactly what monetary assumptions we are mak- 
ing; what institutional assumptions with respect to unionism, labor 
mobility, interpersonal differentials in skills and zealousness; what 
microeconomic assumptions about the mix of demand; etc. I shall 
not attempt to deal with these intricacies but will for the sake of the 
argument walk along the road with the simple Marxian aggregative 
models, making drastically simplifying assumptions. 

Thus I assume two industries: Industry I producing capital goods 
and Industry II producing consumption goods. I go along with the 
simplifying assumption that machines and chocolates are produced 
with the same organic compositions of labor and capital goods; and 
that all capital is used up in one period so that the Marxian “con- 
stant capital” concept is easiest to handle. I assume the unemployed 
workers are as zealous and able as the employed. I assume away 
monopsony and monopoly to see where cruel competition will lead. 

How do the unemployed depress real wages? If the unemployed are 
away at a distance and unable to offer their services, they will have 
no effect on money or real wages. It is by offering to work for less, 
and only by so doing, that they can depress money wages. The em- 
ployer cannot get his workers to accept a cut merely by talking about 
the threat of replacing them by the unemployed; he will get the cut 
only if experience has taught the workers that this is not an empty 
threat. If men out of work do offer to work for less, the money wage 
cannot remain stationary in a perfectly competitive labor market. The 
money wage will fall and continue to fall until no more excluded men 
bid it down. I stress these banalities because so much Marxian litera- 
ture seems to regard the mere existence of the unemployed (or of the 


™*TI speak here of the first-edition Walras. In his second-edition Elements, Walras had 
the system select among a number of different techniques to minimize costs; and in his 
third edition, he considered the infinite-substitution homogeneous production function 
case. Leontief, it must be said, never meant that his fixed coefficients be applied to gross 
aggregates. 
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“disguised unemployed’) as itself a reason for competitive wages to 
fall. The natural question to ask then is this: ‘“What is the effect on 
wages after the unemployed have been employed? How much have 
they depressed money and real wages?” Today, thanks to Keynes and 
others, we know that this is a complicated question. Falling money 
wages need not mean falling real wages if prices are made to fall as 
much. Indeed, waiving favorable Pigou-Keynes effects resulting from 
increased real balances induced by the price-wage decline, we can 
construct models of hyperdeflation in which money wages push down 
prices indefinitely with unemployment never disappearing and real 
wages not necessarily changing. Had Marx used a reserve army of 
the unemployed as a reason for falling money wages, one could better 
understand the logic of his system. 


W/p, s Wp, 


Fic. 2. In every case DD is “aggregate real demand for labor,” SS is total labor force 
available for work, MN is the “reserve army of the unemployed,” and E’ the real wage 
when reserve army has disappeared. 


To isolate the effects the unemployed have on real as against money 
wages, let’s make the unrealistic supposition that they can bargain 
institutionally in terms of real wages——in terms of consumer goods or 
Ricardian corn. Then under the equal-organic-composition assumptions 
of our two-sector model, the “aggregative demand curve for labor in 
terms of wage goods” would be given by the discounted-marginal- 
physical-product curve of labor for either industry, the consumer-goods 
curve being exactly the same as the discounted-marginal-product curve 
in the capital goods industry once we have scaled the products so that 
they are 1-to-1 producible with the same labor and machine inputs.” 

* The reader may make his own effective-demand assumptions to make this compatible 
with his theory of income determination. Thus, a good Keynesian will probably prefer to 
assume that aggressive government fiscal policy operates to offset any incipient deflation- 
ary or inflationary gaps threatened at full employment by nonintersecting saving and 


investment schedules. Some may give an active offsetting role to the central bank. Still 
others may be unaware or may deny that a problem could arise. 
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Figures 2a, 2b, and 2c show the resulting aggregative real demand 
for labor in the single-technique case, the many-technique case, and 
the infinitely-many-techniques neoclassical case. In every case, the 
unemployed reserve army of NM is made about 10 per cent of the 
labor force. Depending upon the technical elasticity of the marginal- 
product curve, the reserve army could reduce real wages by different 
amounts—but in Figures 2b and 2c wages can be reduced only by 
the reserve army’s shrinking in size. The wage level F’ in the three 
diagrams represents the lowest that real wages could fall when the 
reserve army had done its worst and become indistinguishable from 
the army of the employed. Would any competent observer of U.S.A., 
U.K., or U.S.S.R. technology believe that 10 per cent more men 
could not in any way be employed without making the last man inca- 
pable of adding much to product ?** 

The question is not whether in the shortest run, before employers 
knew they were to employ more and had made the necessary adjust- 
ments, marginal products might not fall greatly. Of course, they might 
fall. To get me to hire more workers in the next minute or day might 
require a great reduction in real wages. But let this happen for a few 
days or for months and years. Spurred by the ridiculously low real 
wages, employers will make needed adjustments and if we insist upon 
letting the real wage fall to absorb the unemployed in the long run, 
the equilibrium long-run wage will be at E’ along the long-run mar- 
ginal product curve after adjustments are made.”* 

I conclude from this way of looking at the problem that the strong- 
est competition among the unemployed, the employed, and the em- 
ployers will—when it has done its worst and depressed real wages 
enough to wipe out the unemployed—fail in modern western societies 
to depress real wages to anything like the subsistence level, instead 
bringing it down at worst to the (quite high) discounted marginal 


“Writing in the 1860's, Marx could with some excuse think that real wages might fall 
to a subsistence level. A Marxian acquainted with the statistics of real wages in modern 
Western economies has no such excuse. 

*A simple set of mathematical equations describing the content of Fig. 2c would be: 


Y -+- (dK/dt) = Q(L,K), dK/dt = + o,(KQx«), 


with government expenditure or aggressive central bank policy assuring that (dK/dt) is 
always such as to take up the resources not required for consumption. With fixed K, we 
can compute the reduction in real wage resulting from AL of the unemployed becoming 
employed, as follows: new real wage = w + Aw = 20(L+ AL,.K)/cL, and with Aw/w 
equal to [Q:1L/Q)(AL/L), where the bracketed expression is the “reciprocal of the elas- 
ticity” of the marginal product curve at some intermediate point. Note that for given 
K and L, w is here quite independent of o. and o,. If we drop Marx’s equal-organic- 
composition-of-capital assumption, this will no longer be true and the analysis has to be 
expanded 
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product of labor at the level of employment equal to 100 per cent of 
the available labor force. Such a wage-floor is not only very high in 
the most advanced capitalistic society, but the bulk of the statistical 
evidence of economic history and the qualitative evidence concerning 
scientific invention and capital formation suggest as well that this 
wage-floor is advancing dynamically from year to year, decade to 
decade, at a rate that doubles perhaps about every 30 years. 


VII. Some Conclusions 


I have dealt with Karl Marx the economist, not Marx the philos- 
opher of history and revolution. A minor Post-Ricardian, Marx was. an 
autodidact cut off in his lifetime from competent criticism and stim- 
ulus. In applying to the models of Ricardo and Marx modern tools 
of analysis, I hope we are violating no rules of etiquette and in no 
way trying to suggest we are cleverer than they were! 

What then is the verdict of the present dissection? Our post-mortem 
suggests the following conclusions: 

1. Marx did do original work in analyzing patterns of circular inter- 
dependency among industries. Such work gains few converts and is 
not very helpful in promoting revolution or counterreactions. But like 
all pioneering effort it deserves the commendation of later craftsmen, 
and it deserves further development. There is half-truth in Schumpe- 
ter’s adaptation of Clemenceau: “Marxian economics is too hard to 
be left to the Marxians.” Only half, because the present paper is seen 
to involve little worse than school algebra and to be well within the 
frontier of modern economic theory. 

2. Marx’s labor theory of value of Capital, Volume I, does appear to 
have been a detour and an unnecessary one for the understanding of 
the behavior of competitive capitalism. The admittedly important 
analysis of imperfect or monopolistic competition is helped little or 
none at all by the “surplus-value” approach. That Béhm-Bawerk, 
Wicksteed, and Pareto were essentially right in their critiques of Marx 
seems borne out by the present investigation of the Marxian model. 

3. I have concentrated, however, not on the problem raised for the 
pricing of many different goods by the unnecessary Marx-Ricardo 
labor-value assumptions. Instead I have concentrated on the more 
neglected implications for relative goods-factor pricing of the Marxian 
surplus-value notations and notions, The present logical analysis sug- 
gests that the Marxian notions do not achieve the desired goal of 
“explaining the laws of motion or of development of the capitalistic 
system.” 

If it were true that the rich get richer the poor poorer, the distribu- 


+ 
= 
3 
| 
ty 


912 THE AMERICAN ECONOMIC REVIEW 


tion of income more skewed against labor and in favor of profit,*’ the 
two-sector models here analyzed would provide no particular hint of 
this. Indeed, writing in 1860 and being aware of the Industrial Revolu- 
tion going on, an economist who took those models seriously should 
have (i) expected technological change to lower the (a, 4) coeffi- 
cients, (ii) should have expected the odds to favor a strong increase in 
real wages, the only exception arising from an extreme “bias” of inven- 
tions toward the extreme labor-saving type (a phenomenon not par- 
ticularly sugested by the pre-1860 data known to financial journalists 
or men-of-affairs, nor particularly suggested by any a priori reasonings 
about the model or about the nature of technology). 

I blame no one for failing to foresee the trends in the century after 
his death. But one can be forgiven for insisting upon the established 
fact that real wages in Germany, England, and America did rise more 
or less proportionately with total product from 1857 to 1957. To have 
been judged lucky by economic historians, Marx should have phrased 
a theory to explain the approximate constancy of wage’s relative share 
of the national product, not the secular decline of this relative share. 
lis actual models, we have seen, were perhaps better than he: for 
gifted with hindsight, we see that they contain in them no tendency 
for real wages to fall or to lag particularly behind the growth of output. 


Nor do such models throw much light on the secular trends in the 
degree of imperfection of competition or on the propensity of the 
system to oscillate or stagnate. But all that is another story. 


* We know little about the secular trends of the inequality of the personal distribution 
of income, as measured by Pareto’s coefficient or by Gini’s parameter describing the 
Lorenz curve. Pareto himself thought he had established a natural law of constancy of in- 
come inequality, independent of all public policies and institutional frameworks. The 
empirical basis for this géneralization was never very impressive. The bulk of the 
available evidence, in fact, suggests that as capitalism has developed the Pareto co- 
efficient has moved towards greater equality: whereas underdeveloped countries did, and 
do, show Pareto coefficients around 1.3, we find in developed countries Pareto coefficients 
of 2.0 for income before taxes and 2.2 after taxes. See J. Tinbergen, “On the Theory of 
Income Distribution,” Weltwirtschaftliches Archiv, 1956, LXXVII, 156-57. Modern eco 
nomics has no grandiose explanations to offer, but it can contribute to an analysis of the 
relevant forces at work. 
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THE GROWTH OF INSTALMENT CREDIT AND 
THE FUTURE OF PROSPERITY 


By ALAIN ENTHOVEN* 


During 1955, the amount of consumer instalment debt outstanding 
increased by slightly more than 23 per cent. This indication that the 
rather spectacular postwar growth in instalment credit had not come 
to an end was a cause for concern in both official and unofficial circles. 
The Council of Economic Advisers urged the enactment of legislation 
re-establishing standby controls and the launching of a major study 
of the problem.’ At the request of the Council, the Board of Governors 
of the Federal Reserve System undertook a study and, in March 1957, 
produced five volumes on various aspects of consumer instalment 
credit.’ 

Concern over the growth of instalment credit has centered around 
two general problem areas which may be described respectively as 
cyclical and long-run. Essentially, the cyclical problem is this: the 
availability and the stock of consumer credit may intensify cyclical 
fluctuations which have their origins elsewhere. In a manner analogous 
to the cyclical behavior of inventories, the availability of credit in an 
upswing permits people to purchase durable goods in anticipation of 
an increase in their incomes. The “investment” in durables, in turn, 
has multiplier and accelerator effects. On the other hand, cyclical 
declines in income are intensified by the stock of debt outstanding. 
The burden of repayments may force people to decrease the fraction 
of their incomes spent on current consumption as their incomes de- 
cline. The failure of ex ante savings to fall with income places an 


*The author is a member of the economic analysis department of The Ranp Corpora- 
tion. This analysis is very much an application of some of the ideas contained in the 
general approach to financial development of E. S. Shaw, of Stanford University, and 
J. G. Gurley, of the Brookings Institution. See, for example, their “Financial Aspects of 
Economic Development,” Am. Econ. Rev., Sept. 1955, XLV, 515-38, and other papers 
The author wishes to acknowledge gratefully the comments and suggestions of Shaw, of 
M. W. Hoag and H. S. Rowen of The Ranv Corporation, and of J. N. Morgan of the 
Survey Research Center, University of Michigan. 

‘Economic Report of the President, January 1956, pp. 93-94, 138. 

*> Consumer Instalment Credit, Board of Governors of the Federal Reserve System 
(Washington, 1957). For complete citation and a review of this study by W. L. Smith, 
see p. 966. 
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extra burden on monetary and fiscal policies.’ The cyclical problem has 
an important monetary aspect. With the growth of financial inter- 
mediation in general and instalment credit in particular, the relation- 
ship between the money supply and the price level becomes ever more 
tenuous. To prevent rising prices of consumer goods during a period of 
prosperity, the central bank may have to resort to ever stronger 
measures as more borrowers and lenders find ways of circumventing 
the monetary system. Thus the growth of instalment credit may pre- 
sent a serious problem for monetary control. 

The long-run problem may be illustrated by extrapolating the post- 
war rates of growth of debt and income, Instalment debt outstanding 
has increased by a factor of more than 12 since 1945, while national 
income has less than doubled. The annual relative increase in debt 
has exceeded 25 per cent in 6 postwar years. If these rates of growth 
were to continue, it is argued, instalment payments would soon equal 
income. But, clearly, long before this point would be reached, the 
burden of the debt would become intolerable and its growth would 
stop. When this happens, it is alleged, sales of consumer durables will 
decline and the prosperity, which has been financed in part by instal- 
ment credit, will end. This position was expressed by S. E. Harris: 

... from 1952 to the end of 1955 residential mortgages rose more than 4 
times as much as national product, consumer credit 314 times as much as 
national product, automobile credit 6'% times as much. In 1955, the proc- 
ess accelerated greatly: automobile credit rose by $3.9 billion, or more 
than one-third. It could not be expected that this rate of increase would 
continue. And is not a prosperity built on this kind of progression at least 
in part a sham prosperity? We are borrowing prosperity to some extent 
from the future.* 


The same point of view was taken by H. M. Groves: 


. .. the economic gain of 1955 included “borrowed prosperity” supported 
by an acceleration of consumers’ credit (and therefore money supply) 
that could not »e maintained. A rise in consumers’ credit so out of propor- 
tion to the rise in national product must eventually overburden the con- 
sumers’ budgets with required payments.® 


In an article entitled “The Coming Turn in Consumer Credit,” Gil- 
bert Burck and Sanford Parker of Fortune predicted with alarm that: 

*See S. H. Slichter, “The Economics of Eisenhower: A Symposium,” Rev. Econ. Stat., 
Nov. 1956, XXXVIII, 357-85. Also, D. D. Humphrey, “Instalment Credit and Business 
Cycles,” Consumer Instalment Credit, op. cit., Pt. T1, Vol. I, pp. 3-56 


*S. E. Harris, “The Economics of Eisenhower: A Symposium,” op. cit., p. 358. 
*H. M. Groves, “The Economics of Eisenhower: A Symposium,” of. cit., p. 378. See 
also J. S. Atlee, “Consumer Credit Expansion: Macroeconomic Analysis and Data Re- 


quirements,” Consumer Instalment Credit, op. cit., Pt. Il, Vol. I, pp. 254-94. 
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Consumer short-term debt, perhaps the most controversial force in the 
booming U. S. Economy, is approaching a historical turning point. Having 
risen at an abnormally fast rate for ten years, it must soon adjust itself 
to the nation’s capacity for going in hock, which is not limitless. Whether 
the rate of growth in consumer debt will slow down is no longer the ques- 
tion; ... it must slow down.* 


This paper is concerned with the long-run problem. It is my inten- 
tion to show that alarm over the postwar experience is based upon a 
misleading view of the burden of instalment debt and an incorrect 
extrapolation of its growth. Consideration of the distribution of the 
debt and its economic significance should lead us to a new concept of 
its effects on consumer expenditure. My method of analysis will be to 
assume that income grows steadily, to extrapolate the growth of 
instalment debt since the war by the use of a model based upon the 
distribution of the debt, and to show that the continued growth of 
instalment debt, when correctly extrapolated, is not inconsistent with 
the assumed pattern of income growth. 


I. The Life-Cycle Model 


The basic model implicit in the conclusions of Harris and Groves, 


and in the popular view of instalment debt, may be described as an 
“expected-value” model based upon the position and behavior of the 


“average” consumer. If the stock of instalment debt outstanding is 
equal to 10 per cent of current national income, it is assumed implicitly 
that each income recipient is in debt by an amount approximately 
equal to one-tenth of his individual income. Since 1945, money income 
has grown at an average rate of about 6 per cent each year while 
instalment debt has grown at an average annual rate slightly exceed- 
ing 26 per cent. Extrapolating these rates, instalment debt which is 
now equal to about 10 per cent of personal income will equal 20 per 
cent of income in less than 5 years. Whether the critical value be a 
fifth or a half, at some point in the foreseeable future, consumers will 
be sufficiently immersed in debt that they will consider further in- 
creases in the ratio of debt to income to be intolerable. At this point, 
since they are all in debt by approximately the same amount in relation 
to their incomes, consumers will all curtail their durable-goods pur- 
chases. Presumably the ensuing recession in the consumer-durables 
industries will then be propagated, via multiplier and accelerator 
effects, to the rest of the economy. 

By way of contrast, consider a simplified economy in which, for 
some reason, no consumer borrowing has taken place. Suppose that 


* Gilbert Burck and Sanford Parker, “The Coming Turn in Consumer Credit,” Fortune, 
Mar. 1956, LIII, 99-102 and 240-47. 
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a change in institutional structure or the removal of a restriction now 
occurs and that a class of “borrowers” appears. The borrowers are 
couples in their first year of marriage. Suppose that all of these bor- 
rowers have the same constant average propensity to incur debt, that is 
the same ratio of borrowing to income, and that no one else does any 
borrowing. Assume finally that all loans must be amortized over a 
fixed number of years. An economy in which no borrowing has taken 
place may seem to have little relevance to the problem at hand, but 
this is not the case. At the end of 1945, consumer instalment debt 
outstanding in the United States was less than $2.5 billion, less than 
half the amount outstanding in 1941 and actually less than at the end 
of 1930. This abnormally low stock of debt was a consequence of war- 
time shortages and restrictions. Although it was not literally true in 
1945, the assumption of a zero initial stock of debt in our model will 
be a useful abstraction. Let us trace the growth of debt and of durable- 
goods sales in this economy. 

During the first year, an amount of borrowing will take place equal 
to the number of borrowers multiplied by their average income and 
by their average propensity to incur debt. At the end of the year there 
will be a stock of instalment debt outstanding equal, let us say, to 
D(1). New borrowing in the second year is likely to exceed borrowing 
in the first year for two reasons, First, the number of borrowers will 
have increased. In fact, it is likely, in a growing population, that the 
number of borrowers will grow more rapidly than the population as a 
whole. However, for the sake of simplicity, let us assume that the age 
distribution of the population and the marriage rate are constant so 
that the number of borrowers will grow in the same proportion as the 
population.’ Second, average income per capita will have increased. 
If the distribution of income with respect to age is stationary, then the 
total income of borrowers as a group will have increased in the same 
proportion as national income. Therefore, if, in our model economy, 
national income in the second year exceeds that of the first year by a 
factor of (1 + r), new borrowing will increase also by the same factor. 

The increase in the stock of debt outstanding during the second year 
will be equal to the difference between new borrowing and repayments. 
The process may be illustrated by a simple example. Suppose that 
repayments for all debt contracted in one year are divided equally 


"For the time period which we are considering, this is not a particularly strong assump- 
tion. For example, in the United States between 1946 and 1956, the ratio of married couples 
to total population increased from .2234 to .2278. Population grew over this decade at 
an annual rate of 1.74 per cent while the number of married couples grew at an annual rate 
of 1.94 per cent. The difference between the two growth rates was too small to affect 
appreciably the growth of debt. 
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into two parts, one made a year later and one made two years later. 
Then debt outstanding at the end of the second year will be equal to 
the debt outstanding at the end of the first year, which happens to be 
equal to the amount of borrowing during that year, D(1), plus new 
borrowing, (1 + 7) D(1), less repayments, .5D(1), i.e., 

(1) D(2) = (1.5 + r) D(1). 


Debt outstanding at the end of the third year will be D(2) plus new 
borrowing, (1 +r)*D(1) less repayments .5D(1) + .5(1 +r)D(1), 
i.e., 

(2) D(3) = (1.5 + r)(1 + r) D(A). 

The longer-run behavior of the model under more general assump- 
tions will be discussed in Part II. Here it will suffice to point out that 
the amount of new borrowing which takes place each year grows in 
the same proportion as national income. Thus continuous growth in 
debt-financed sales of durable goods in the same proportion as national 
income is consistent with the model. On the other hand, the stock of 
debt grows, in the early stages, at a much faster, though decreasing, 
rate in terms of itself. In our simple example, D(2) exceeds D(1) by 
a factor of 1.5 + r while D(3) exceeds D(2) by a factor of only 1 +r. 

The characteristic feature of this model is that the use of instalment 
debt is highly correlated with position in the life cycle. Borrowing 
tends to be a once in a lifetime matter and all borrowing is done by 
households which begin the year debt free. In this economy, the exist- 
ence of outstanding debt in any individual household at the end of its 
year of eligibility for borrowing might be said to act as an absolute 
deterrent to further borrowing. Nevertheless, for the economy as a 
whole, the outstanding stock of debt does not act as a deterrent to 
new borrowing and to the purchase of durable goods, because the class 
of eligible borrowers is being replenished constantly at an increasing 
rate. This is the essential difference between the expected value model 
and the life-cycle model. In the former, the new borrowing must be 
done by people who are already in debt and hence the stock of debt 
may act as a deterrent to further borrowing. 

Of course the life-cycle model represents a considerable simplifica- 
tion of the actual economy. We know that in fact many users of debt 
stay in debt for extended periods and regard the payment of one debt 
as an opportunity to incur another. What we have done here is to 
isolate the life-cycle effect in its pure form. In the actual economy, it 
will tend to offset the inhibiting effect of accumulated debt. 

The effects of accumulated debt on the behavior of individual house- 
holds have been analyzed by L. R. Klein and J. B. Lansing and by 
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James Tobin.” Both studies were multivariate analyses of reinterview 
data from the Surveys of Consumer Finances of the Survey Research 
Center for 1952 and 1953.’ The interpretation of the results is not 
entirely straightforward. Klein and Lansing found a significant positive 
partial correlation between the ratio of purchases of durable goods to 
income during the year and the ratio of debt outstanding to income 
at the beginning of the year, in a multiple regression which included 
such variables as income, demographic status, expectations and atti- 
tudes. The positive correlation, which seems to imply that debt did 
not act as an inhibitor of durable-goods purchases, can be explained 
as the result of the persistency of personality traits. People who have 
been in the habit of buying durable goods will tend to be in debt and 
will also tend to purchase more durable goods, and vice versa. Thus 
for any individual family, debt may still be a deterrent, but the evi- 
dence is inconclusive. Klein and Lansing also found a positive correla- 
tion between the ratio of debt to income and the ratio of consumption 
to income. Using a somewhat different set of variables, Tobin also 
found a positive, though not significant, correlation between the ratio 
of durable-goods expenditure to income and the ratio of debt at the 
beginning of the year to income. He argues that the persistency of 
personality traits would lead one to expect a strong positive correla- 
tion between the two ratios and that the failure of such a correlation 
to materialize is evidence that, for individual households, debt does 
inhibit expenditures on durable goods. Unfortunately, the available 
data do not permit a test of Tobin’s conjecture. However, at best, 
the evidence in favor of the deterrent effect is not very strong. 

Tobin did find a significant negative correlation between the ratio 
of debt at the beginning of the year to income and the ratio of change 
of debt during the year to income. Households beginning the year 
deeply in debt tended to reduce their indebtedness while households 
which began the year with little or no indebtedness tended to incur new 
debt. This is interpreted by Tobin as evidence that for individual 
households, “high debt levels deter further use of debt in financing 
purchases.” It has been pointed out already that the existence of a 

*L. R. Klein and J. B. Lansing, “Decisions to Purchase Consumer Durable Goods,” 
Jour. Marketing, Oct. 1955, XX, 109-32; James Tobin, “Consumer Debt and Spending: 
Some Evidence from Analysis of a Survey,” Consumer Instalment Credit, op. cit., Pt. II, 
Vol. I, pp. 521-45 

* The sample which was used in these studies is valuable because it contains two observa- 
tions on each household made with a year’s separation. Thus debt at the beginning of the 
year and expenditures on durable goods and changes in debt were measured more accurately 
than they would have been if the variables were measured from a single point in time. On 
the other hand, the sample has serious shortcomings. It excludes households which were 


formed or dissolved during the year, families wh'ch moved and farm families. Also the 
sample was quite small, numbering between 700 and 800. 
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deterrent effect for individual households need not imply that an 
analogous effect operates for the economy as a whole. The life-cycle 
model reconciles the two. However, it is interesting to observe that 
the negative correlation which Tobin found corresponds very closely 
to what one would expect to find in cross-section data sampled from an 
economy conforming strictly to the life-cycle model: those households 
which are in debt at the end of a year reduce their indebtedness in 
the following year while all new debt is incurred by households which 
begin the year debt-free. It would be plausible to argue, then, that 
at least part of the correlation which Tobin interpreted as evidence of 
the deterrent effect is in fact the consequence of the operation of the 
life-cycle effect. 

Even if some of the simplifying assumptions on which the model 
is based are not fulfilled, the life-cycle effect will still be operative. 
For example, as I mentioned earlier, the number of borrowers may 
grow at a relative rate exceeding that of the total population. In this 
case, new borrowing each year would tend to grow relatively more 
rapidly than total income. Also, the income elasticity of demand for 
durable goods may exceed unity. In this case, the average propensity 
of borrowers to incur debt would increase over time. Alternatively, 
there might be a trend towards substitution of durable goods for per- 
sonal services independently of income growth. Each of these eventuali- 
ties would require a slightly different growth model from the simple 
one to be presented in this paper. Nevertheless, none of them would 
interfere with the operation of the life-cycle effect. 

The relevance of the life-cycle model to the American economy can 
be established with the help of data from two Surveys of Consumer 
Finances conducted for the Federal Reserve System by the Survey 
Research Center.’® Data from the two Surveys are presented in Table 
I, All spending units in the economy are divided into seven categories: 
single persons between 18 and 44 years of age, single persons 45 and 
over; married couples of whom the husband is between 18 and 44 

* “1952 Survey of Consumer Finances,” Pt. III, Fed. Res. Bull, Sept. 1952; “1956 
Survey of Consumer Finances, Consumer Indebtedness,” Fed. Res. Bull, July 1956. The 
1952 and 1956 data are respectively based on the results of approximately 2800 interviews 
The data are quite unreliable as indicators of the total magnitude of instalment debt out 
standing. A comparison published in the July 1956 Bulletin between aggregate debt estimates 
based on Survey data and similar estimates by the Federal Reserve based on lender reports 
indicates that the latter are nearly twice the former. It is fair to presume that the lender 
data are more accurate. However, these is no reason to believe that the frequency distribu 
tions of instalment debt obtained from Survey data are biased or inaccurate. Therefore, I 
shall use the Survey data as evidence of the distribution of the debt and lender data as a 
measure of aggregate magnitudes. The questionnaires in the two years were based upon 
different concepts of income and debt and hence data for the two years are not comparable 


However, our objective here is not to compare years but to study the relationship between 
the use of debt and position in the life cycle. 
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TABLE I.—Tue RELATIONSHIP OF CONSUMER DEBT AND INSTALMENT 
PAYMENTS TO INCOME, BY Famity Status* 


(Percentage Distribution of Spending Units) 
| Instalment Payments as a Consumer Debt as a Per- 
Percentage of Disposable | centage of Money Income 
Income, Early 1956’ before Taxes, Early 1952° 
| (Per cent) (Per cent) 
| Zero | 1to% | Over 10! Zero | 1to9 | Over 10 
Single: 
Age 18-44 | oo | 60 25 
Age 45 and over | &4 | 4% 


15 
9 


| 


Married 
Age 18-44, no children‘ | 44 41 | 27 
Age 18-44, children pe | 25 34 
Age 45 and over, children 47 23 
Age 45 and over, no children 73 65 13 
Other 48 | 17 


* Single spending units include unmarried, widowed, separated and divorced persons with- 
out children. Married spending units include only those in which both husband and wife are 
present. Age refers to age of head of spending unit 

* The percentages do not always add up to 100 because the status of some units was not 
ascertained. 

* “No children” is defined as no children under 18 years of age. 

Sources: “1956 Survey of Consumer Finances, Consumer Indebtedness,” Fed. Res. Bull., 
July 1956, Suppl. Table 8; “1952 Survey of Consumer Finances, Pt. III,” Fed. Res. Bull., 
Sept. 1952, Table 25. 
and who have no children under 18; married couples between 18 and 
44 with children under 18; couples, 45 and over with children; couples, 
45 and over with no children under 18; and all others." The data 
show that the frequency and the amount of debt are highly correlated 
with family status. They are quite consistent with the assumptions 
about the distribution of consumer debt underlying our model. Debt 
varies systematically over the life cycle. Young single people use con- 
sumer debt much less than do young married people, and among 
married people, those with children use debt more than those without 
children. By the time the husband has reached 45 and the children 
have reached 18, most couples are no longer making payments on 
instalment debt. The relative frequency of indebtedness declines 
steadily with increasing age. Only a tenth of the spending units headed 
by persons 65 and over reported instalment debt in early 1956.'* Thus 

“ A spending unit, as defined in the surveys, consists of all related persons living together 
who pool their incomes. “Other” spending units include various combinations of adults and 


children which do not fall in the other groups, and spending units for which family-status 
data were not ascertained. An example of the former would be a widow with children. 


* “1956 Survey of Consumer Finances,” op. cit. For other empirical studies supporting 
this hypothesis, see J. A. Fisher, “Income, Spending, and Saving Patterns of Consumer 
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all borrowers “have their exits and their entrances, and one man in 
his time plays many parts.” In a steadily growing economy, each year 
some borrowers will pay off their debts and new younger borrowers 
will replace them. 

From a statistical point of view, our argument so far has one short- 
coming. We have compared two variables, the ratio of instalment 
debt to income and stage in the life cycle, without in some way con- 
trolling other relevant variables. In a complex situation such as this, 
bivariate analysis may be misleading and firm statistical conclusions 
require a multivariate approach.”* In a study entitled “Factors Associ- 
ated with the Use of Consumer Credit,” J. B. Lansing, E. S. Maynes 
and M. Kreinin estimated the probability that a spending unit would 
owe instalment debt as a function of a large number of possibly rele- 
vant variables.’* By successively dropping variables which did not 
prove to be significant determinants of a spending unit’s probability of 
being in debt, they reached the following list of relevant factors: 
income, liquid asset holdings, stage in life cycle, region, stability of 
income, whether the head of the unit is a farmer and whether or not 
the unit owns a home on which there is a mortgage. The study also 
included estimates of mean annual instalment payments for those 
people who did owe debt, by stage in the life cycle. From these results, 
we may derive the statistics which are presented in Table iI." 

The table shows the conditional probabilities that three representa- 
tive spending units will be in debt during different stages in the life 
cycle, given the other relevant factors. The table provides clear evi- 
dence that multivariate analysis supports our general hypothesis. Both 
the frequency and the amount of instalment debt are highly correlated 
with the life cycle. 

Thus the fact that at any given time some sections of the popula- 
tion are heavily in debt does not imply that the rate of sales of durable 
goods must soon decline. Each year new families are being formed and 
children are being born so that new potential borrowers regularly step 
up to fill the places of those borrowers who may have become debt- 
saturated. Thus, the debt rotates through the population.”* People in 


Units in Different Age Groups,” Studies in Income and Wealth, Vol. XV, National Bureau 
of Economic Research (New York, 1952), pp. 75-102; Tobin, op. cit. 

™ See Tobin, loc. cit 

* Consumer Instalment Credit, op. cit., Pt. Il, Vol. I, pp. 487-545. The data upon which 
this article is based are taken from the Survey of Consumer Finances of early 1956. 

“The estimates of mean annual payments should of course be interpreted with the 
reservations which have been expressed above about the reliability of the Survey data from 
the point of view of magnitude of the debt. However, these estimates are interesting as 
relative weights. 

“See E. S. Shaw, “The Economics of Eisenhower: A Symposium,” op. cit., p. 377 
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their twenties and thirties typically borrow while those in their forties 
pay off their debts and accumulate financial assets which are directly 
or indirectly the debts of the debtors. Sales of durable goods are 
sustained by those who are relatively debt-free, and, as they purchase 
durables and go into debt, their places in the ranks of the debt-free 
are taken by others.’ 


Oy Deptor Status AND AVERAGE ANNUAL 
INSTALMENT PAYMENTS BY STAGE IN Lire CYCLE 
Average 
Family A*| Family B’| Family C*| Annual 
Payment 
. Older (over 45), single people 36 $365 
. Older (over 45), married, no children liv- 
ing at home Be Al ol 560 
. Young, single 600 
. Older (over 45), married, children living | 
at home 490 
. Young, married, no children; young, mar- | 
ried, children, youngest at least 6 years old a a P 669 
. Young, married, children, youngest child | 
under 6 43 ‘ 625 


* Family A has an income between $7,500 and $10,000, a bank balance between $200 and 


$400, it does not live in the West, it does not live on a farm, it reported no change in its in- 
come during 1955 and it owns a home on which there is a mortgage. 

* Family B has an income between $4,000 and $5,000, less than $200 in the bank, it lives 
in a Western city, it reported a change in its income in 1955 and it owns a home with a mort- 
gage 

* Family C is identical to Family B in all respects but income. Its income is between 
$7,500 and $10,000. 


II. A Model of Debt-Income Growth 


Returning now to the dynamic aspects of the life-cycle model, we 
may develop the implications of our hypotheses about the growth of 
debt in a more general form. In equations (1) and (2) of Part I, we 
traced the growth in the stock of debt outstanding up to the end of 
the third year in an economy in which new borrowing grew in the 
same proportion as income and in which repayments were linearly 


" The life-cycle model also may be useful in the analysis of various cyclical and monetary 
questions. For example, during a recession the decline in income is not prorated over the 
whole population. The main burden of falling income is borne by those who become un- 
employed. It would be interesting to investigate the incidence of cyclical unemployment in 
relation to the distribution of instalment debt. If those who are most likely to face cyclical 
unemployment are also relatively deeply in debt, then the intensifying effects of consumer 
debt on a recession would be relatively great. If, on the other hand, families who are rela- 
tively deeply in debt tend to be headed by men who are established in their jobs and have 
secure incomes, then the outstanding debt would have little if any depressing effect upon 
aggregate demand. 


aS | 
1 
2 
3 
4 
ve 
6 
40 


ENTHOVEN: INSTALMENT CREDIT AND PROSPERITY 923 


related to new borrowing in previous years. We shall now see that, 
under similar assumptions, the growth rate of debt in terms of itself 
will exceed that of income in an economy with a low initial debt level, 
and that the two rates will approach each other asymptotically. In the 
limit, the ratio of debt to income will be constant and stable. These 
aspects of the theory can be expressed algebraically in a simple model 
which will provide us with a basis for the extrapolation of the postwar 
experience and a means for its quantitative assessment. 

First, we assume that in the long run income can be thought of 

meaningfully as growing at a constant relative rate r. Letting ¢ denote 
the number of years that have elapsed since the base year and letting 
Y denote income, we may write 
(3) Y(t).=. Y(0)(1.+ 7)‘. 
Second, we assume that new borrowing in any year is proportional to 
income in that year, and that repayments in any year are equal to a 
linear combination of new borrowing in previous years, for the econ- 
omy as a whole. Since the absolute increase in the stock of debt each 
year is equal to the difference between new borrowing and repay- 
ments, and since repayments must be equal to a linear combination of 
the incomes of previous years, it follows that the absolute increase in 
the stock of debt outstanding each year must be equal to a linear 
combination of the incomes of the same year and previous years.’* 
For the sake of illustration, let the repayments be complete by the 
end of the third year. Then we may write 


4) D(t) — Dit — 1) = a, Y(t) + a2 — 1) + a, V(t — 2). 
Combining (4) with (3), we have: 


- a2 a3 

(5) D(t) — Dit — 1) (1 + r)'Y(O) E 4 + | 
(1+r) (1+>7)? 

the expression in brackets being a constant, This illustrates the gen- 

eral conclusion that under our assumptions, in their least restrictive 

form, the absolute increase in the stock of debt outstanding each year 

is proportional to a variable which grows at the same rate as income. 

Thus, with no loss of generality we may write: 

(6) D(t) — Dit — 1) = a V(t). 


In a more refined analysis, perhaps for the purpose of prediction, 
one might want to introduce explicitly the growth of population and 


'§ Let B(t) represent new borrowing and let R(¢) represent repayments in the year ¢. We have 
assumed (i) B(t)=bY(¢) where b is a constant, and (ii) R(#)= L[B(t—1), - + - , B(¢t—n)] where 
L represents some linear combination. Then (iii) D(t)— D(t—1) = B(t) — R(t). Substituting (i) 
into (ii) for each year and then (i) and (ii) into the right side of (iii), we obtain D(t) — Dt—1) 
=bY(t)—L[bY(),-++, b¥(t—n)], “a linear combination of the incomes of the same year 
and previous years.” 
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per capita incomes, together with their distributions, into equation 
(6). Also, one might choose to introduce some measures of the terms 
of instalment lending. However, for the purpose at hand, which is to 
interpret the postwar experience, the simpler assumption will be ade- 
quate. 

We now relax the assumption made in Part I that debt outstanding 
is initially equal to zero, Instead, we shall enter the debt-income 
growth process at an arbitrary base year which has the property that 
debt is positive but small in relation to its equilibrium value. This 
permits us to avoid the complications introduced in the first few 
years of debt accumulation by the fact that the full repayments 
schedule has not yet had time to come into effect. Adding the stock of 
debt outstanding in the base year to the increments since then, we 
may deduce from (3) and (6): 

t 


(7) D(t) = > a¥(n) + D(O) 


n=! 


whence 


a(1 } r) 
(8) D(t) = ¥(0)[(1 + r)t — 1] + DO). 
Tr 


From (3) and (8) we may draw our basic conclusions: 


D(t) a(1 +1) a(1 +r) 
(9) — —— (1+ and 
Y(t) r r Y(0) 


Dw al+rn) 
(10) lim = — 

Y(t) r 
Thus, if the stock of debt is small to begin with, the ratio of debt to 
income will approach asymptotically a stable limit from below. The 
limit is given by equation (10). Equation (8) can be used also to 
give us 


(11) 


D(t) D(t — 1) | aY(0)(1 + r)! | 
= r = = = 


Dit — 1) a¥(0)(1 + — a¥(O)(1 + r) + rD(O) 


whence 


Dib Dt 1) 
(12) lim 
Dit — 1) 
Therefore, the relative rate of increase in the stock of debt will 
approach r asymptotically from above. However, in the early years, 
it will be large, especially if D(O) is small. For example, if D(0) is 
equal to zero, then 


: 
4 
ee 
A 
ates 
is 
} 


ENTHOVEN: INSTALMENT CREDIT AND PROSPERITY 
D(2) — Di) 
D(3) — D(2) (1+ 17)? 
D(2) (2+ 1) 
The value of (13) is slightly in excess of 100 per cent, that of (14), 
just greater than 50 per cent for likely values of r. 

This model can be fitted to the end points of the period 1945-56. For 
illustrative purposes, I have chosen personal income and instalment 
credit outstanding. The basis for selection of 1945 as the base year is 
the belief that a definite structural change took place with the end 
of the war. Although the wartime regulation of consumer credit did 
not terminate until November 1947, there were revisions and relaxa- 
tions of the rules in 1945 and 1946, The structural change can be 
identified with the reappearance of consumer durables on the civilian 
market. The results of fitting the model to the data of these years 
are shown in Table III. In interpreting the results, it will be useful to 
remember that the annual change in instalment debt outstanding is 
the difference between two relatively large variables, namely, credit 
extensions and repayments. Thus, if the extensions and repayments 
series have the variability which is normal in economic time series, 
the difference between them, the annual increment in the stock of 
debt, will exhibit great variability in relation to its size.'® Therefore, 
it would be a mistake to extrapolate the increase in debt outstanding 
during one year without reference to changes in the preceding and 
subsequent years. Rather, the growth of instalment credit since the 
war should be viewed as a whole or at least in segments of several 
years’ duration. 

The estimate of r obtained by fitting (3) to income in 1945 and 
1956 is 6.02 per cent. The estimate for a obtained by fitting (8) to 
data for the same years is .0107. Taken together, these figures imply a 
limiting ratio of instalment debt to personal income of 18.84 per cent. 
In Table III, the odd-numbered columns contain the actual values for 
personai income, instalment debt, changes in debt from year to year, 
expressed as a percentage of debt in the earlier year, and the ratio of 
debt outstanding to income. The even-numbered columns contain the 


(13) = (1+ 1) 


(14) 


” For example, let x and y be random variables with the following statistical properties : 
the expected value of x, E(x), is 39, E(y) equals 37, the variance of both is 9 and their 
covariance is equal to 4.5. Then var x/E(x) — 9/39, var y/E(y) —9/37, but 
var (x—y) varx + vary — 2 cov ry 
E(x — y) E(x —y) 

which is equal to 4.5. 
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ACTUAL AND Prepictep GrowtH or INCOME AND 
INSTALMENT Crepit, 1945-1956 


Tasty IIT. 


Actual Predicted | Actual | Predicted | Actual | Predicted | Actual | Predicted 


Y(t) Y(t) Dit) Dit) | Percent | Percent Dit) Dit 
- Change | Change | Vi) 
$10° | | in DY) | in DW) 
(1) (2) (3) (4) | 6) | © (7) (8) 


1945 | 171.2 171.2 2,462 | 2,462 
1946 | 178.0 181.5 4,172 | 4,403 | 69.46 78.84 | .0234 .0234 
1947 | 190.5 192.4 6,695 6,460 60.47 46.72 | .0351 0336 
1948 | 208.7 204.0 | 8,996! 8,643 | 34.37| 33.79 | .0431 0424 
1949 206.8 216.3 11,590 10,955 | 28.83 | 26.75 0560 .0506 
1950 | 227.0 229.3 | 14,703 | 13,408 26.86 | 22.39 0648 .0585 
1951 | 255.3 243.1 | 15,294 | 16,007 04.02 | 19.38 | .0599 .0658 
1952 | 271.8 257.8 | 19,403 | 18,764 26.87 | 17.22 0714 .0728 
1953 | 286.0 273.3 | 23,005 | 21,685 18.56 15.57 0804 .0793 
1954 | 287.3 289.7 | 23,568 | 24,784 | 02.45| 14.29 .0820 0856 
1955 | 306.1 | 307.1 29,020! 28,069 | 23.13} 13.25 | .0948| 
1956 | 325.6 325.6 | 31,552 | 31,552 | 08.72} 12.41 0969 .0969 


Sources: The data prior to 1956 for this table and for subsequent calculations were obtained 
from Statistical Appendix E of the Economic Report of the President, January 1957. The 1956 
data were obtained from the Survey of Current Business, March 1957. 


comparable figures “predicted” by the model. For our present purpose, 
the comparison between columns (5) and (6) is the most interesting. 
Considering the high variability of the D(t) — D(t-1) series, the fit 
is surprisingly good and certainly good enough to justify the conclu- 
sion that the data in column (5) are not inconsistent with the hypothe- 
sis that their pattern of long-run development is that shown in column 
(6). The instances in which the fit is poor can be traced directly to 
short-run business cycles, and the positive errors resulting from 
cyclical upswings are approximately offset by the negative discrepan- 
cies in the recessions. If we extrapolate the postwar growth in instal- 
ment credit on the basis of this model, we may conclude that although 
debt will continue to grow more rapidly than income for some time, 
it will, in the limit, approach about 19 per cent of income. According 
to this reasoning, there is no reason to think that debt will swamp 
income or that the over-all postwar rate of growth of debt, when 
extrapolated correctly, is inconsistent with the continued growth of 
income. 

The sensitivity of these conclusions to the assumption of particular 
beginning and ending points can be tested by calculating growth rates 
and the implied limiting debt-income ratios for different pairs of years. 
A sample of the results of such calculations for various years is shown 
in Table IV. The table shows that the limiting debt-income ratio is 
not very sensitive to the choice of years. It is not surprising that 
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extrapolation of the 1929-1956 data should indicate a lower ratio than 
that indicated by the postwar years. For although, in comparison with 
the postwar years, the rapid growth in income in the war years almost 
offset the stagnation of the ’thirties, economic conditions both during 


Tasie Dest-Income Ratios ImpPLiep BY THE 
DATA OF SELECTED SETS OF YEARS 


Personal Income 
and Instal a r lim y( 
ment Debt 4) 


1929-1956 005702 0506 1184 
1946-1950 01268 0627 2149 
1950-1956 009977 .0620 .1709 
1954-1956 01265 0646 2085 
1945-1956 01070 0602 1884 


the war and during the depression, each for different reasons, inhibited 
the growth in instalment debt. 


III. Conclusions 


The foregoing analysis contains both a theory of growth of con- 
sumer instalment credit and an interpretation of the postwar experi- 
ence. The former, which was formalized in the model of debt-income 
growth, indicates that the rate of growth of instalment debt con- 
verges to the rate of growth of income with the passage of time and 
that, in the limit, the ratio of debt to income is stable. If the debt- 
income ratio is initially below its equilibrium level, then the relative 
rate of growth of debt will always exceed that of income, converging 
on the latter asymptotically from above. The debi-income ratio will 
approach its limit asymptotically from below. Thus, contrary to one 
popular view, it is not correct to suppose that a progression in which 
the relative rate of growth of debt exceeds that of income must be 
temporary and of short duration or must overburden consumers’ bud- 
gets with repayments.*® The model also shows that an (exponentially ) 
increasing absolute rate of increase in the stock of debt is logically 
compatible with a declining relative rate of increase. Thus, contrary 
to another popular view, the fact that the relative rate of increase in 
the stock of debt must slow down does not imply that the absolute 
rate must also slow down.”' However, it is the absolute rate of increase 


*S_ E. Harris and H. M. Groves, op. cit. 
™ Burck and Parker, of. cit., used an incorrect method of extrapolation of the rate of 
increase of the debt-income ratio: “. . . instalment debt outstanding has grown from § per 
cent of consumers’ disposable money income in 1948 to 10.9 per cent in 1955. If this rate 
of increase were to continue for another seven years, instalment debt outstanding would 
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which is relevant for the growth of durable-goods sales and national 
income. According to the model, this rate is proportional to income. 
Therefore, the growth of debt is not incompatible with continued pros- 
perity. 

Turning to the postwar experience, it is clear that the principal 
explanation for the very high growth rates of the stock of instalment 
debt is to be found in the abnormally low ratio of debt to income at 
the end of the second world war. Since the end of the war, the growth 
rate of instalment debt has converged toward the growth rate of 
income. Between 1946 and 1947, personal income grew by 7 per cent 
while instalment debt increased by 60.5 per cent. Between June 1956 
and June 1957, personal income grew by 5.2 per cent while instalment 
debt increased by 7.5 per cent.** Considering the general instability of 
the postwar decade, the steadiness of the convergence has been quite 
surprising. Extrapolation of the growth rates of this period with the 
debt-income growth model points to a ratio of this type of debt to 
personal income of about one-fifth. 

This analysis does not imply that a good case cannot be made for 
stand-by controls of consumer credit, for it may still be true that the 
existence of consumer debi intensifies business cycles caused by other 
factors, and that the availability of instalment credit exacerbates infla- 
tionary price movements. However, the analysis does suggest that con- 
sumer instalment debt has not grown, since the war, at a rate which 
cannot be maintained, contrary to widely held views. Thus recent 
experience does not presage an end to prosperity. On the contrary, 
the growth of instalment debt has been an important ingredient of the 
postwar boom. The statistical data presented in Part II indicate that 
at a certain stage in the life cycle, most people become net savers who 
desire to accumulate financial assets. On the other hand, at an earlier 
stage in the cycle, when they are forming families, most people become 
net dissavers. The growth of instalment credit has facilitated the 
channeling of the savings of older people to finance the deficits of the 


have to rise to about 17 per cent of disposable income in 1962.” Apparently they extrapolated 
linearly the change over the previous seven years. If this is what they understand by “the 
rate of increase of instalment debt,” it is not surprising that they predict that it must slow 
down, for this “rate,” if extrapolated, would lead eventually to an infinite ratio of debt to 
income no matter how small a positive increase took place in the ratio during the base 
period. In terms of personal income and instalment debt, their figures would be a ratio of 
debt to income of .0431 in 1948 and a ratio of .0948 in 1955 (see Table III, above), or an 
increase of .0517. Extrapolating linearly for another 7 years by adding the change over the 
past 7 to the 1955 ratio, one obtains 1465 as their “prediction” for 1962. The authors make 
it clear that they do not believe that the economy could support such an increase. On the 
basis of equation (9), the extrapolated debt-income ratio for 1962 is .1239 

™ Mo. Rev. Credit and Business Conditions, Federal Reserve Bank of New York, Aug. 
1957, XXXIX, 116. 


i 
4 
Ws 
i 
4 


ENTHOVEN: INSTALMENT CREDIT AND PROSPERITY 929 


younger group. As a consequence, the economic desires of both groups, 
from this point of view, are satisfied. If it were not for the growth of 
instalment credit, the savers would still attempt to save, but their 
saving would not be offset at high levels of income by the dissaving of 
the deficit sectors. The latter would have to accumulate durable goods 
at a slower rate out of current income. Thus, far from exerting a 
depressing influence on income, the growing stock of instalment debt 
has performed and can continue to perform an important and desirable 
economic function. 
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NEW ZEALAND’S EXPERIMENT IN 
ECONOMIC PLANNING 


By J. B. ConpLirre* 


In December 1935 the New Zealand Labour Party came to power 
for the first time. It remained in office until December 1949, During 
that time it carried through a policy designed first to insulate the 
domestic economy from fluctuations in its external markets, and then, 
upon the basis of stabilized export receipts, to stabilize price relation- 
ships within the economy, redistribute the national income, establish 
a complete system of social security, and develop the national economy. 

These fourteen years fall into three phases. The first prewar years 
were characterized by recovery from depression conditions and poli- 
cies. The next six were war years. The postwar years 1946-49, with 
which this article is primarily concerned, were the crucial test of 
Labour’s policies. 


I. The Labour Party’s Program 


The prime objective of the policies of the Labour Party was to build 
in New Zealand a planned economy behind the shelter of regulated 
prices for exports and selective import controls. The preamble of 
the Labour Party program in 1933 had declared: 


Overseas prices and conditions cannot any longer be allowed to dictate 
New Zealand’s living standards. By proper planning of production, with 
control of marketing and finance, New Zealand can establish her own liv- 
ing standard. 


There was a militant wing in the party which believed that New 
Zealand was strangled by “finance capitalism” and that the only ob- 
stacle to the development of the country and rising living levels was “per 
cent interest.” Those who believed this were not content to advocate 
the reduction of overseas debt. They advocated the use of state credit 
at low interest rates, or interest-free, to build homes, install hydro- 
electric plants, expand roads and railways and develop both primary 
and secondary manufacturing enterprises, as well as to finance social 
security. They were clear that their program would lead to socialization 
of production with maximum use of local resources and increasing 


* The author is professor of economics at the University of California, Berkeley 
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self-sufficiency. The surplus of export goods was to be bartered for 
imported materials on long-term reciprocal bulk-purchase agreements. 
A book expounding these ideas, with a laudatory introduction by the 
leader of the Parliamentary Labour Party in Great Britain, ran 
rapidly through several reprintings in 1938 and 1939.' New Zealand 
was to set an example to the world by developing an economy free of 
public and private debt, and independent of the fluctuations in its 
overseas markets. 

This prescription was not followed and the author soon afterwards 
lost his ministerial office, his membership of the party and his seat 
in the House. The government was not prepared to embark on the 
policies he advocated, and public opinion, despite the bitter experience 
of the depression and the persistence of a substantial minority of 
advocates of “costless credit,” was not convinced that New Zealand 
could be made independent of the export market or develop into a 
utopia of stabilized relationships between the various segments of a 
socialized economy. The land was not socialized, nor farm and factory 
production, nor banking. 

The depression of 1930-35 had been severe. Export prices had 
fallen heavily. The terms of trade worsened. The Coalition govern- 
ment had pursued orthodox deflationary policies, balancing the budget, 
and meeting heavy external debt payments at the cost of lowered liv- 
ing levels and massive unemployment. When Labour came to power 
in 1935 the worst was over. The budget was balanced, revenue was 
buoyant, export prices were rising and unemployment, though still 
high, was falling. Moreover London balances had been built to a 
comfortable level and the Reserve Bank which opened in August 1934 
had redeemed Treasury bills held by the trading banks so that credit 
within New Zealand was abundant and cheap. 

Labour had a mandate to raise wages and expand social security, 
to undertake public works and promote employment. It had also 
promised to buy all exports of wool, meat, dairy produce and other 
exports at a price to be fixed so that it would return a reasonable 
standard of living to the farmers. The wool and meat growers rejected 
the offer, preferring to market their own produce through established 
private channels. The dairy farmers welcomed it. When the war came, 
all exports were bought by the Marketing Department of the govern- 
ment, and except for wool this arrangement continued into the immedi- 
ate postwar years. 

From 1935 to 1939, therefore, Labour pursued a reflationary policy. 
Wages were restored to predepression levels, hours were reduced from 
44 to 40, and working conditions were improved. Social welfare pay- 


*J. A. Lee, Socialism in New Zealand (London, 1938) 
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ments were increased and in 1938 a complete system of social security, 
including free medical and hospital service, was introduced. Increased 
productivity and rising export prices till 1938 made possible these 
generous policies. They met with widespread popular approval, despite 
the running-down of London balances caused partly by capital flight, 
partly by overimportation. The election of November 1938 gave 
Labour an overwhelming victory, but exchange control had to be 
introduced a month later. The test of its policies might have had to 
be faced soon thereafter if the war had not come along. 

The war was financed along orthodox lines. Taxation was heavy. 
There was a broad response to the issues of public loans. People 
worked hard and saved hard. Public works were restricted to war 
necessities. Consumption, especially of imports, was cut down. The 
surpluses in the economy were mobilized for war expenses. Insulation 
was maintained during the war against rising instead of falling export 
prices. Stabilization of wages, rents and prices was achieved by pre- 
venting the income expansion that would have been generated if the 
increased export receipts had not been segregated in special accounts 
and if taxation and war loans had not mopped up income surpluses. 
The government did not use its control over the Reserve Bank to 
finance the war. 

Il. The Situation in 1946 


New Zealand emerged from the war taut with suppressed inflation. 
The government was in a difficult situation politically as well as eco- 
nomically. After the first popular years of reflation, the arduous war 
effort had been carried to a successful conclusion. New Zealand had 
contributed its full share to the Allied victory, in Europe, as in the 
Pacific. The people had worked hard and gone without imported 
amenities. The farmers had acquiesced in relatively low prices for 
their produce and had seen the growing surplus of export receipts 
withheld by the government. The trade unions had sacrificed the 
forty-four hour week and many hard-won gains in working conditions 
and had for the most part accepted the freezing of wages at 1942 
levels. But the government had steadily lost support. An election in 
November 1946 reduced its working majority to 3 in a House of 80, 
so that the 4 Maori members held the balance of power. 

When the war ended, there were barely suppressed demands for 
greater imports, for higher wages, higher guaranteed export prices 
and the restoration of labor legislation. In monetary terms at least, 
the means were available to satisfy these demands. With rising export 
prices and import control, London balances had accumulated, the 
budget was balanced and the government had ample power to expand 
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domestic credit. In 1936 it had nationalized the Reserve Bank. In 
1945 it had taken full control of the Bank of New Zealand which did 
40 per cent of the banking business of the country. 

But in 1946, unlike 1935, there was full and even overfull employ- 
ment of resources, including labor. A strategically placed observer com- 
pared the economy to a ship in full sail with every stitch of canvas set 
and very little freeboard. When Frank Langstone, the chief advocate 
within the Labour Party of ideas closely akin to Douglas Credit, had 
moved at the Party Conference in 1944 a demand that the Bank of 
New Zealand be nationalized, he compared his motion with Archimedes’ 
demand for a lever to move the world, and concluded, “Here’s the 
lever, Mr. Nash. It will make it possible for the sunshine of economic 
prosperity to shine in even the darkest places.” 

Walter Nash, the Minister of Finance into whose reluctant hands 
the lever was pressed, accepted but did not use it. He knew that what 
Archimedes had asked for was not only a lever, but a fulcrum and a 
place to stand on. When there are unemployed resources, as there were 
in 1935, credit expansion and public spending may move an economy 
from depression to prosperity. When resources are already strained, as 
they were in 1946, credit expansion exerts its effect through the price 
system which has nowhere to go but up. 

When peace diminished the public readiness to accept sacrifices in 
a common cause, the government’s economic policies were exposed to a 
crucial test. The results of that test are canvassed in the remainder of 
this article. Attention must first be paid to the attempt by import con- 
trol and fixed export prices to insulate the national economy from fluc- 
tuations in the external market. Then the major objectives of domestic 
economic policy are considered in turn—the stabilization of domestic 
price relationships, the redistribution of income, and national economic 
development. To achieve these objectives reliance was placed primarily 
upon persuasion, with the Minister of Finance (who was also Minister 
of Customs and Minister of Marketing and therefore controlled both 
imports and the prices paid for exports) as the ultimate arbiter. Pri- 
marily he relied upon the power of the public purse to reinforce his 
persuasive efforts, but he could always resort to credit creation, and was 
under constant pressure to do so. When export prices fell in 1949 he 
was forced to this expedient. 


III. External Stabilization, 1946-49 
Export receipts generate a high proportion (about 25 per cent) of 
New Zealand’s national income. A very much higher proportion (over 
80 per cent) of her imports are producers’ equipment, materials and 


4 
ome 
| 
in 
Ve 
We 


934 THE AMERICAN ECONOMIC REVIEW 


fuels. Price movements in overseas markets are therefore of great 
concern. 

When the war ended, the woolgrowers resumed wool auctions. They 
had accepted government control of marketing only for the duration 
of the war and the bulk-purchase agreement negotiated with the British 
government expired with the 1945-46 season. Wool represented 30 
per cent of the total value of exports, and prices rose sharply in export 
markets. Early in 1946 a Wool Disposal Commission had been set 
up to liquidate stocks accumulated (by Britain) during the war. The 
woolgrowers agreed to pay a levy on exports—7'% per cent of the sale 
value in 1946-47, 5 per cent in 1947-48 and 2% per cent in 1948-49-— 
in order to finance the Commission. Except for this levy the higher 
wool prices were paid to the growers and the government did not 
attempt to intercept this substantial addition to the national income. 

Bulk-purchase agreements covering the exports of the other principal 
exports—meat, butter and cheese—had been negotiated for periods 
that extended beyond 1949. The Marketing Department continued to 
buy from the farmers all of these commodities they produced at a price 
fixed by the Minister. As prices rose in overseas markets and the gov- 
ernment’s receipts swelled, there was irresistible pressure from the pro- 
ducers for the so-called “guaranteed prices” to be raised. The govern- 
ment had paid off a substantial amount of long-term public debt held in 
Britain, as well as war advances, and had made substantial gifts to 
Britain. Still the export receipts were sufficient both to pay higher 
prices to the producers and to accumulate large reserves in the market- 
ing accounts. The higher guaranteed prices, like the much sharper ap- 
preciation of wool prices, increased the national income. 

In 1948 this expansion of purchasing power within the country was 
slowed temporarily, but not halted, by appreciating the currency to 
parity with sterling. As the opposition party, Labour had opposed de- 
preciation in 1933, but after coming into power it had failed, until 
1948, to implement its promise to bring the exchange ‘rate back to 
parity with sterling. In that year it was faced with inflationary pres- 
sures beyond its control. Export prices had risen sharply and import 
prices also. At the price-levels current in New Zealand the currency 
was undervalued. By March 31, 1948, despite reductions amounting to 
£45 millions in the public debt held overseas, London balances had 
risen to £84 millions. There was strong agitation from the trade unions 
for increased wages and from the farmers for higher prices. 

In August, before the new season’s exports began, the government 
announced the return to sterling parity. It was well-timed and its 
effects were salutary. The move was not widely anticipated, so that 
speculation was at a mimimum. Export receipts were not greatly dimin- 
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ished because wool prices rose further and the new season’s bulk- 
purchase-agreement prices were raised by 16-18 per cent. But import 
costs were reduced and manufacturing profits fell. The Reserve Bank 
was compensated by the Treasury for the loss in New Zealand currency 
incurred on sterling balances. The disparity created with the Australian 
pound was not serious because exchange control remained operative. 
The Customs continued to assess duties as if the Australian pound was 
at par, thus collecting some extra revenue and giving local industries 
extra protection from their nearest competitors, 

Concessions had to be made also to the pent-up demand for imports 
in the postwar period. Behind the shelter of exchange control and 
war shortages a great number of local manufacturing industries had 
been developed. They increased the need for imported equipment and 
materials. After 1945 it was impossible to maintain the rigid import 
selection practiced during the war. Total imports in 1945 were £55.1 
millions. In the next year they jumped to £71.6 millions, and in 1947 
to £128.6 millions. The greater part of the increase was in equip- 
ment and materials for the new manufactures, but consumers’ goods 
also rose from £11.5 millions to £26.8 millions between 1946 and 1947. 

Stabilization is a blessed word, much used in difficult periods of 
fundamental economic change and therefore violent price fluctuations. 
But what does it mean? If it is simply a mechanism whereby export 
prices may be averaged over good and bad years, accepting the trend 
but smoothing the fluctuations in world markets, there is much to be 
said for it. But the smoothing tends to be combined, as it was in New 
Zealand, with other objectives. There is a good case not only for 
averaging prices to the producer, but also for compensatory public 
expenditure and credit expansion in bad years, balanced by retrench- 
ment in good years. This case is blurred when such notions are added 
as a “reasonable standard of comfort,” a reasonable remuneration 
based on production costs, the development of national resources, 
autarky, full employment, social security, and at the same time a more 
equitable distribution of the national income. 

If all these objectives are aimed at simultaneously, as they were in 
New Zealand, the government must control all the elements of the 
external balance of payments—imports as well as exports. Full em- 
ployment, interpreted to mean that hardly anyone is ever out of a job, 
can be maintained only by an unsatisfied demand for local production. 
To prevent this demand turning to imports, government must restrict 
imports so as to keep supply below demand. There is no alternative to 
complete control of external transactions. But, in addition, the govern- 
ment must embark upon a thoroughgoing control of the domestic 
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In the years 1946-49, the sharp upward rise of prices in New 
Zealand’s export markets, followed by a substantial fall in the export 
season 1949-50, posed difficult problems to the government’s stabiliza- 
tion program. The currency appreciation of 1948 was well executed, 
but it did not do more than damp down for a brief spell the inflationary 
pressures on the economy. The trade unions still pressed for higher 
wages and the farmers for higher prices. When export prices fell in 
1949-50, costs and prices were still on the upward slope. Government 
expenditures were rising but tax revenue was falling and sources of 
domestic loans were drying up. The government therefore resorted to 
the Reserve Bank for advances to maintain its expenditures. 

In the last war years and in 1946-47 it had substantially reduced 
its borrowings from the banking system. It increased them by £11.5 
millions in 1947-48, and decreased them slightly in the following year, 
only to increase them by £23.3 millions in the bad year 1949-50 when 
Britain suffered a severe crisis and was forced to devalue sterling. It 
was mainly this domestic monetary expansiun to offset a fall in export 
receipts, followed as it was by the Korean war boom, that caused the 
subsequent inflation of trading bank advances in New Zealand. It 
was unfortunate that 1949, the last year of Labour’s tenure of office, 
was a bad year for exports and forced resort to credit creation. The 
infiationary pressures thus set in motion persisted long after Labour 
lost the election at the end of 1949. 


IV. The Program of Domestic Stabilization 


Between 1945 and 1949, the prices of export goods rose by 47 per 
cent in New Zealand and more abroad. There was therefore a con- 
siderable increase in available purchasing power. Local prices rose by 
22 per cent at wholesale and by only 12 per cent at retail. 

When imports increased substantially in the years 1946-49, their 
prices were substantially higher than the levels at which prices had 
been stabilized during the war in New Zealand. The effect of these 
higher import prices was disruptive. Import prices rose by 23 per cent, 
even allowing for the 25 per cent appreciation of the currency. The 
wholesale prices of these imported goods were held to a 12 per cent 
increase. The strains on the domestic stabilization program imposed by 
these differential movements were considerable. 

In these crucial postwar years, therefore, it proved impossible to 
insulate the local economy from the influence of the external market. 
Local prices rose and the attempt to regulate their rise strained the 
stabilization machinery to the breaking point. Apart from differential 
price movements, the administrative difficulties of import selection 
and licensing were formidable. The customs officials and ultimately the 
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Minister attempted “in far too great detail to determine centrally the 
import desires and requirements of the community.”* Delays, un- 
certainties, and in some lines recurring gluts and shortages, did not 
encourage the public to accept the Labour argument that planning wa: 
superior to the operations of the price system. 

New Zealand is a small country with a relatively simple economic 
structure. But the complexity of price relationships was greater than 
could be effectively handled by administrative regulation. There is 
always a tendency for planners to underestimate the subtlety of the 
free-market mechanism. It is not easy for regulating authorities to 
make decisions that do not disturb the intricate networks of relation- 
ships that in a freely operating market are adjusted by the dispersed 
decisions of individual producers and consumers. 

Under regulation there is a hardening of group relations. Trade 
associations are formed and gain power, as do trade unions and farm 
groups. These organized groups naturally urged their claims to the 
very limit of their political and economic influence. Their pressures 
put the Minister in the position of an economic arbiter, at the same 
time as he was carrying an immense burden of detailed administrative 
responsibility. His considerable powers of exposition and persuasion 
were used to the full, but they did not prevent the stabilization mechan- 
isms from deteriorating into a leapfrogging competition among farmers, 
merchants, manufacturers, and trade unionists for higher prices and 
wages. 

What broke the system finally, more than any other single factor, 
was organized trade union pressure, through the Arbitration Court and 
by strike threats, for higher wage levels. Nominal wage rates crept up 
and hours were reduced. Until 1950 the Court was limited in its awards 
by the stabilization legislation of 1942. In a condition of full employ 
ment, however, earnings above the award rate could be obtained, 
especially by the strongly organized industrial unions. Strikes became 
more frequent from 1946 onward. In general the Labour government 
was conciliatory in its attitude towards the unions. The farmers and 
the floating voters in the towns chafed under this apparent deference 
to organized unionism. 

The stabilization of price relationships within the domestic economy 
had been formalized by legislation in 1942 which froze rents, wages, 
public utility charges and prices of a selected list of necessities, In 
order to keep stable the relationships thus established when external 
prices were rising and income was expanding, the government resorted 
to a combination of regulation and persuasion, supplemented by sub 


*R. F. Wilson, “Import Control in New Zealand,” Econ. Record, June 1950, XXVI, 
55-56 
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sidies. Too heavy and detailed a burden was thrown on ministers and 
especially the Minister of Finance. The departments through which the 
regulations were administered had not been recruited for such tasks. 
There was no economic general staff and no plan buttressed by de- 
tailed statistics and market surveys. It is by no means clear that such 
a staff could have been more successful, but in default of econometric 
calculations decisions were made by ministerial judgment, balancing 
economic considerations and political pressures. 

It was asking too much of a democracy to expect that public opinion 
would accept as disinterested even the wisest judgment of a minister 
under constant pressure from his own party and its supporters. The 
feeling grew that he was the prisoner of the partisans of monetary 
expansion and of the militant trade unions, Whether this feeling was 
justified or not, it revealed the essential weakness of the attempt in 
a democracy to control by persuasion. The ultimate court of appeal is 
public opinion and in the 1949 election it rendered an adverse verdict. 

There were of course many factors contributing to the electorate’s 
loss of confidence in the Labour government. Fear of inflation was one 
of them, The struggle among contending segments of the economy for 
an increased share of the national income, as well as resentment against 
the growing network of controls and general discontent with a govern- 
ment that had been in office for fourteen years were also evident. 

Much of the Labour program commanded broad public support. 
This was particularly true of the social security legislation. There had 
been little effective criticism either of the restoration of employment, 
wages and working conditions after the depression, or of the whole- 
hearted war effort. But this did not mean that the electorate had ac- 
cepted the socialist philosophy. There was much latent support for 
the opinion early expressed by Souter that “it is not the duty of the 
State to provide the whole of New Zealand with a high standard of 
living.’’* Opinions might differ as to the economic role of the state in 
an ideal society; but many people were alarmed by the realization that 
the Labour program, as it developed, was based on “a philosophy which 
is hardly consistent with capitalist democracy.’ 

Such alarm was reinforced by the feeling in many quarters that 
Labour had temporized with the Communist or party-line leadership 
of some trade unions and civil service associations. After the National 
government had taken strong steps to break the power of this leader- 
ship in a bitter series of waterfront and other disturbances in early 

*R. W. Souter, “How Do We Want the New Zealand Economy to Behave?,” Econ. 
Record, Suppl., Oct. 1939, XV, 7-16. 

*H. Belshaw, “Guaranteed Prices for New Zealand Exports,” Econ. Record, Dec. 1937, 
XIII, 168-88 
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1952, it appealed to the country and was returned with an increased 
majority, which seemed to indicate that public opinion was against the 
Labour Party’s attitude in these matters. 

In fact the Labour government made no attempt to carry the so- 
cialist philosophy to its logical conclusion. Its left-wing minority had 
prophesied disaster if their program of a completely planned economy 
based on costless credit were not adopted. This was not done. Interest 
was not abolished and neither the Reserve Bank nor the Bank of New 
Zealand was used to any great extent as a means of creating credit. Yet 
public opinion became increasingly conscious of the far-reaching 
powers vested in ministers to control and regulate credit, prices and 
the economy in general. Restiveness on this account played a role in 
the ultimate rejection of this part of Labour’s program. It is natural 
for a democracy to be fearful of concentrations of centralized power, 
however capable and benevolent the holders of that power may be. 


V. Redistribution of Income 


In the first prewar years of Labour’s tenure, 1936-38, a substantial 
redistribution of income was carried through. This was primarily a 
correction of the inequities resulting from the previous government’s 
attempt to cope with depression by deflationary policies that went too 
far and were continued too long. Wages were raised, hours reduced, 
and social security extended. 

Between 1938 and 1942 the lower-income groups lost ground again 
and the stabilization arrangements after 1942 did little more than 
enable them to hold their own. They lost ground again during the 
demobilization period after the war. 

The net result of these changes, as shown in Table I, was that in 


TABLE I.--DistTR1BUTION OF PRIVATE INCOME IN NEW ZEALAND, 1938-19498 
(percentages) 


1938 39 1943-44 1944-45 1945 46'1946-47 1947-48 1948--49'1949 


Salary and wage pay- | 
ments 5! 42.4 43 

Social security benefits |; 5.2 

Armed Forces pay $7.3 14. 

Rental value: Owner- 
occupied houses 2 

Other personal income | 23 

Company income ‘ 11. 11.3 12.1 11. 10.3 


100.0 100.0 | 100.0 | 100.0 | 100.0 100.0 100.0 


* New Zealand Official Year Book (1954), p. 664, and “Report on the Official Estimates 
of National Income and Sector Accounts for the year 1955-6.” 
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1949, so far from salaries and wages representing a larger share of 
national income, they were a smaller percentage than they had been 
in 1938. At no time did they regain their prewar share. It is true that 
both nominal and real wages increased after the war, but the increase 
was less than that of incomes of other economic groups. It could be 
argued that these figures prove only that the farmer (and other pro- 
ducers) got more, not that the worker got less. But this does not alter 
the fact that the worker failed to get his proportionate share of the 
postwar prosperity. 

It could also be argued that most of what was lost in salaries and 
wages was gained in social security benefits. These covered the whole 
population and were financed mainly by a flat tax on income. They 
therefore entailed some redistribution, but the statistical evidence is 
that the wage-earner did not gain a greater share of the national 
income, Calculations of income distribution in the United States are 
not strictly comparable, but the wartime decline in the share of wages 
was less and the postwar recovery greater than in New Zealand. The 
percentage share of wages and salaries (private, government civilian, 
and other, but not military) in the United States was 63.5 in 1939, 
53.8 in 1945 and 61.6 in 1949.° 

After price stabilization was effectively organized in 1942, the 
Arbitration Court proved to be “a good guardian of real wages.” But 
a carefully documented study, published in 1951, concluded that it 
could not function successfully to redistribute income.’ Thus it is not 
surprising that the stronger and more militant unions resorted to 
direct wage bargaining supported by strike threats. Stabilization and 
income redistribution had not proved compatible. It was ironical that 
partiality towards organized unionism should have been one of the 
causes of the Labour government’s defeat in 1949 when in fact the 
share of wages in the national income had fallen substantially from its 
prewar peak. The more militant workers were not content with stabil- 
ized wages which in fact meant a smaller share of an expanding na- 
tional income. They had a good case, but the methods they used to 
advance their case irritated and finally alienated public opinion. 


VI. National Economic Development 


There is no doubt that the extensive public works undertaken by 
the Labour government were effective in developing the country. The 
construction of roads, railways and hydroelectric installations was 


*Cf. Surv. Curr. Bus.: Suppl., “National Income, 1954,” pp. 162-63. 


*J. V. T. Baker and H. G. Lang, “National Income and Wages Policy: the New Zealand 
Picture,” Econ. Record, Dec. 1951, XXVIT, 190-206 
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pushed vigorously. There is no evidence that engineers and architects 
working as public servants were less efficient or imaginative than they 
might have been in a system of private enterprise. The public accounts 
were carefully kept and there was never any suggestion of corrupt 
practices. The Labour administration was thoroughly honest, as indeed 
other administrations have been, The standard of public morality is 
high in New Zealand. The country is small, there is full publicity and 
rigorous audit. It is true that, as the public sector expanded, the ac- 
counts grew more complex so that it became difficult to assess the 
financial situation as a whole. There were criticisms of the way the 
budget was presented to Parliament.’ The difficulty of understanding 
the full implications of the annual financial statements added to the 
uneasiness of those who were critical of the great powers vested in 
ministers and especially in the Minister of Finance; but there was 
never any suggestion that those powers were improperly used. 

The substantial question is whether the program of construction 
went too fast and too far. It helped to maintain full employment and 
to generate the inflationary pressures associated with it. In an inflation- 
ary spiral, however mild, there are always shortages of equipment and 
power, so that there is always demand for more construction. Much of 
this demand sprang from the development of secondary industries be- 
hind exchange control. Some of it was associated with immigration, 
which in its turn was designed to meet a shortage of manpower. As 
long as export prices kept on rising, the costs of such rapid develop- 
ment were bearable; but the situation was precariously dependent 
upon the maintenance of prosperity in overseas markets. 

When the Labour government took office it was not clear that New 
Zealand could continue to enjoy free access to a constantly expanding 
market for its exports of food and raw materials. The United Kingdom 
in 1934 had actually imposed restrictions on meat imports and there 
was talk of a quota on butter. A strong argument could therefore be 
made for the promotion of secondary industries to provide employment 
for a growing population. 

The fears of shrinking markets did not materialize at the close of 
the war. On the contrary there was strong demand at sharply rising 
prices for all the wool, meat, butter and cheese that New Zealand could 
produce. The trend was in striking contrast with the uncertainties and 
crises that followed the first world war. Between 1945 and 1949 the 
export prices of pastoral products rose by 50 per cent, while the 
quantity of wool exported more than doubled and that of butter in- 
creased by 50 per cent. Table II gives ample evidence of the strength 


*C. G. F. Simkin, “Budgetary Reform in New Zealand,” Econ. Record, June 1942, 
XVIII, 16-30 
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of overseas markets. Not until 1957 was there a sharp fall in butter 
prices, mainly as the result of subsidized milk production in the United 
Kingdom, 

The soundness of the program for developing secondary industries, 
and to some extent that of the public works necessary to promote them, 
must be appraised against this background of a favorable export 
market. More than a decade has passed since the war ended. No fi- 
nancial crises comparable with those of 1919-20 and 1929-33 have 


or Exports, 1945-1955 
(N.Z. millions) 


Year Wool ‘heese Total Exports 


81 6 
101.3 
129 


1945 5 
1946 4 
1947 6 
1948 2 
1949 
} 5 

5 

4 

4 

4 


1950 
1951 
1952 
1953 
1954 
1955 


4 
8 
3 
8 
I 


occurred. More flexible monetary policies in the major industrial 
countries have indeed supported high and rising price-levels. Periodic 
strains on the British economy and the subsidizing of United States 
surpluses have had unfavorable effects; but the British market has 
continued to absorb the bulk of New Zealand’s exports. Population is 
growing rapidly all over the world and the production of food barely 
keeps pace with the increase. Animal products are in particularly short 
supply. Many food-producing areas are now engaged in programs of 
industrialization and at the same time their standards of living are 
rising rapidly so that export surpluses diminish. New Zealand has 
gained substantially from these developments and seems likely to gain 
more in the foreseeable future. In the circumstances there does not seem 
to be any compelling reason why it should strive to expand its second- 
ary industries when they are not competitive with imported goods. 
The rapidity of their expansion has strained the power resources of 
the country and necessitated rapid extension of transport as well as 
power. It is not clear that this development maximizes national income. 

The grassland industries supply 95 per cent of New Zealand’s 
exports. Equipment, materials and fuel for the secondary industries 
account for more than 80 per cent of the imports. It is therefore dis- 
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quieting to find that during the period of planned development, the 
rate of increase in pastoral productivity declined. In part this was the 
result of war shortages of fertilizers, equipment and manpower, but 
it continued and was indeed most marked in the immediate postwar 
period. Table III indicates the quinquennial percentage rates of in- 
crease in the animal units and the total farm production, based on 
units of protein equivalents. This is a measure of the volume of pro- 
duction, the significance of which was masked by sharply rising prices. 
TABLE III.—QuINQUENNIAL PERCENTAGE INCREASES IN FARM PRODUCTION® 
Period Livestock Units* Total Farm Production 
_ — — | - - 
1915-19 to 1920-24 
1920-24 to 1925-29 
1925-29 to 1930-34 
1930-34 to 1935-39 
1935-39 to 1940-44 


1940-44 to 1945-49 | 


* Equivalent of 1 cow in milk =6 breeding ewes =8 dry sheep=1} beef breeding cows and 
heifers over two years=2 other cattle. 

Sources: H. D. Orchiston, “Fertilisers, Lime and Farm Production in New Zealand since 
1900,” Canterbury Chamber of Commerce Agric. Bull., No. 316, Nov. 1955. Cf. also E. J 
Fawcett, “Some Aspects of the Future of Agriculture in New Zealand,” Proceedings of the 
Ruakura Farmers’ Conference Week 1954 (Wellington, 1954) pp. 83-98 


Such a slackening in the rate of increase in the main exporting indus- 
tries was a heavy price to pay for the development of protected sec- 
ondary industries. Industrialization is not easy in New Zealand. The 
country is singularly deficient in minerals and despite diligent search 
only a trickle of petroleum has been found. There are limited deposits 
of bituminous coal of coking quality, but they are expensive to mine 
and transport. Expensive tests have shown that ironsands can be 
smelted by electric furnaces using sub-bituminous coal. In 1937 the 
Labour government passed an Iron and Steel Industry Act; but the 
production of iron ore in 1952 was only 1,823 tons. New Zealand could, 
at a price, produce steel. But the real questions involved are economic 
rather than technical. Practical experience, as well as economic theory, 
suggests that the national income will be higher if New Zealand exports 
the produce of its magnificient pastures and imports its steel, rather 
than burdening its efficient exporting industries with the high cost of 
supporting local manufacture. 

Not even the textile industries are favorably placed for development. 
New Zealand produces wool but only 6 per cent is manufactured 
locally. The woolen industry has grown up in small and widely sepa- 
rated units. Specialization has not been achieved and the industry has 
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never been able to produce on a large scale or compete in export 
markets. There is no cotton. The small size of the market makes it 
cheaper to import than to manufacture synthetic fibers. Numerous 
clothing and footwear industries have been established, but despite pro- 
tection their profits do not compare favorably with those of other 
industries.” 

The secondary development that sheltered behind exchange control 
and import selection was small scale. Of the 8,512 establishments clas- 
sified as factories, 3,443 employed less than 6 workers and another 
2,016 employed from 6 to 10. It is doubtful whether the multiplication 
of such workshops can be claimed as economic development, particu- 
larly when their creation was accompanied by a slackening in the rate 
of increase of the strong exporting industries. 


VIL. Conclusion 


Any general statement concerning the fourteen years of Labour 
government would be presumptuous since it could only record a per- 
sonal judgment. Much of the Labour program has been accepted. The 
social security legislation, the regulation of wages and working condi- 
tions, the conduct of state enterprises and the reliance upon local 
rather than overseas borrowing met with general approval. State inter- 
vention is not new in New Zealand, though the pattern of production 
remains one of private enterprise, particularly in the basic pastoral 
industries, but also in manufactures and services. 

In 1949 the voters rejected the further extension of intervention 
based on socialist principles. There has since been some loosening of 
controls and devolution of ministerial powers. The only major reversal 
of state ownership has been in housing. The Reserve Bank and the 
Bank of New Zealand have not been restored to private ownership. 
The former has achieved a somewhat greater measure of independence 
and the latter has functioned very much as it did under private owner- 
ship. The broadcasting system, domestic airways, and some minor 
industries are still operated as state enterprises. The marketing of 
exports has been returned to the producers. Lending for the purchase 
of land and houses is still largely a government function. Much of the 
Labour program remains in effect though its administration has been 
modified. 

What was rejected in 1949 was the ultimate goal of socialization 
based upon domestic monetary expansion. As before in their history, 


*G. C. Billing, “Industrial Organization in New Zealand,” Econ. Record, June 1936, 
XII, 47-56 and “Size and Efficiency in New Zealand Industry,” Econ. Record, June 1937, 
XIII, 58-65. “The Industrial Pattern and New Zealand’s Future,” Econ. Jour., Mar, 1957, 
LXVII, 65-73. 
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New Zealanders took a pragmatic attitude. They were prepared to use 
the machinery of government to achieve specific economic objectives; 
but they were not ready to adopt a doctrinaire position and push their 
experiments beyond the limits of expediency. In particular they 
abandoned as unworkable the theory that the whole economy could be 
regulated by ministerial discretion. 
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EFFECTS OF CONSUMER ATTITUDES ON PURCHASES 


By Eva MUELLER* 


In recent years the consumer has begun to earn a reputation with 
business cycle analysts and economists for being unpredictable or 
temperamental in his spending behavior.’ We have witnessed a number 
of fluctuations in consumer spending—some of considerable importance 

which could not be explained by the level of, or changes in, con- 
sumer incomes. One of the most striking instances was the recession in 
discretionary consumer spending in 1951, at a time when personal 
incomes were rising.* Another was the sharp increase in the level of 
consumer spending in the winter of 1954-55 which exceeded the in- 
crease in personal income occurring at that same time. In the short 
run at least, autonomous variations in consumer spending do occur. 
The Economic Behavior Program of the Survey Research Center is 
engaged in research based on the proposition that measurements of 
consumer attitudes—of people’s optimism and confidence—can help to 
explain and predict variations in consumer spending which cannot be 
explained by income changes.* 

This proposition can be tested at two levels, the aggregative and the 
individual. “Aggregative tests” start with the construction of time 
series from the expressed attitudes of representative samples of the 
American population. These attitudinal time series may then be 
checked against time series for aggregate consumer purchases in the 
United States, or even purchases of specific goods. For example, if 

* The author, who is assistant program director at the Survey Research Center, Uni 
versity of Michigan, is greatly indebted to George Katona for his advice throughout all 
phases of this study as well as for many helpful ideas. She also wishes to express her grati- 
tude to Ralph Bristol who supervised the statistical analysis and to Robert Hsieh who 
participated in it. The collection of the data as well as the analysis reported here were 
made possible by a grant from the Ford Foundation to the Survey Research Center for 
studies of the “Origin and Effects of Economic Attitudes.” Several further publications 
will be based on these studies 

*See for example the Economic Report of the President transmitted to the Congress, 
January 24, 1956, pp. 49 and 107. 

* “Discretionary” consumer spending denotes spending on such items as consumer dur 
able goods, vacations, and luxuries. Expenditures may be discretionary either because they 
are for nonessentials or because they are postponable (i.e., replacement of durable goods) 


* Relevant here are attitudes and opinions which are responsive to short-run changes in 
the economic environment rather than personality traits or attitudes evolved over a long 
period of time 
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the attitudes of the American people were more optimistic at time-point 
I than at time-point II, is it true that the aggregate ratio of consumer 
purchases to disposable income was higher following time-point I than 
following Il? Tests at the individual level require interviewing the 
same people at least twice in succession, Such tests tell us whether a 
group of individuals who were optimistic at time-point I were more 
likely to make major expenditures following time-point I than a group 
who were more pessimistic. This we shall call the “reinterview test.” 

Evidence of the influence of consumer attitudes on spending, derived 
from the aggregative test, has been presented in several previous pub- 
lications.* It has been shown that consumers’ attitudes and their rate 
of discretionary spending exhibit similar movements over time. At cer- 
tain times there have also been indications that changes in consumer 
attitudes lead changes in consumer spending. 

An extensive reinterview test of the influence of consumer attitudes 
and expectations on consumer spending was initiated in June 1954, 
when a representative cross-section of 1,150 urban families in all parts 
of the country was interviewed for the first time. Subsequently 3 ad- 
ditional interviews were taken with these families in December 1954, 
June 1955, and December 1955. In all, 4 complete interviews were ob- 
tained from 800 families at half-year intervals. This material enables 
us to relate initial attitudes and attitude change to subsequent spending 
and saving patterns of the same families, holding constant a number of 
other variables. 

It should be clear at the outset that one should not expect the re- 
interview test to show more than a marginal effect of attitudes on 
purchases.” First, at the individual level the decision to spend is 
governed by a multiplicity of factors—age, family status, home owner- 
ship, place of residence, breakdown of old durable goods, personality 
traits, income level and income change—to mention only a few. Some 
of these cancel out in the aggregate (their distribution in the entire 
population is almost constant over considerable periods), but they 
have a pronounced impact on individual decisions. Second, when at- 
titudinal measures are used to classify people into groups of optimists 
and pessimists, it is assumed that these measures permit us to make 
interpersonal comparisons. In fact, however, these classifications are 
only approximately accurate. This problem does not arise in connec- 
tion with the aggregative test, where comparisons are made between 

*See G. Katona and E. Mueller, Consumer Attitudes and Demand, 1950-52 (Survey 
Research Center, University of Michigan, 1953); and by the same authors Consumer 
Expectations, 1953-56 (Survey Research Center, University of Michigan, 1956). 

* The limitations of the reinterview test have been discussed by G. Katona in “Federal 


Reserve Board Committee Reports on Consumer Expectations and Savings Statistics,” 
Rev. Econ. Stat., Feb. 1957, XX XIX, 40-45 
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answers to identical questions given by large representative samples of 
the population at two points of time, rather than between individuals 
with different expressed attitudes. 


I. Analysis Plan 


The dependent variable in this investigation is the number of major 
expenditures made by the family rather than dollar amounts spent. 
This choice was made in part because number of purchases could be 
determined readily for half-year periods for a comprehensive list of 
items, while dollar figures were collected only on a calendar year basis 
and for a somewhat smaller number of expenditures. However there is 
also a conceptual basis for studying number of major purchases. It 
might be assumed that the state of consumer confidence influences pri- 
marily the decision to go ahead with a desired purchase or to postpone 
it. Any further influence it exerts on the amount spent (buying a 
cheaper or a more expensive TV set; a new or used car) may be of 
lesser importance. 

Included in “number of purchases” are expenditures for cars, large 
househoid goods, additions or repairs to the home, and major non- 
household expenditures (for power lawnmowers, musical instruments, 
speed boats, typewriters, etc.). Excluded are medical and educational 
expenditures—-which are largely nondiscretionary—and vacations— 
which are strongly seasonal and which do not always involve a major 
expense.” 

The major independent variables are two composite measures of 
consumer attitudes. There are strong reasons to believe that indexes 
based on several attitudes are more meaningful and bear a more stable 
relationship to behavior than do answers to single attitudinal questions. 
This is the case in part because answers to individual questions are 
subject to some margin of error. People with the same expectations 
may appear to give different answers, according to their mood, their 
understanding of the question, their mode of expression, and the inter- 
viewer’s interpretation of the answer. When answers to several ques- 
tions are combined the impact of such misclassification is greatly re- 
duced. Second, consumer buying inclinations are likely to depend on 
a variety of attitudes—some concerned with present conditions, others 

* Specifically, five categories of expenditures were counted: (1) buying one car, (2) buy- 
ing a second or third car, (3) buying one or more major household goods, (4) making 
major repairs or improvements on one’s home or apartment, (5) making one or more 
major nonhousehold expenditures (as defined above). For each family the number of 
categories which applied in each half-year was computed. Thus the maximum number 
that could be obtained in any half-year was five, in an entire year 10. Actually, no family 
scored more than 4 for a half-year, nor more than 6 for a whole year. The average num- 


ber of purchases per family in our urban sample was 1.52 for the year June 1954-June 
1955, and 1.02 for the half-year June-December 1955. 
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with expectations for the future; some with personal finances, others 
with the national economic outlook or with buying conditions. At any 
one time, some of these attitudes may make for spending, while others 
inhibit spending. Gestalt psychology tells us that the meaning and func- 
tion of any part of a psychological field depends on the whole to which it 
belongs. It is likely therefore that composite measures of attitudes 
have a stronger and more stable relationship to behavior than have 
any of their components. 

Our primary measure in this study is an index of consumer attitudes 
constructed from answers to six attitudinal questions: (1) whether the 
family is better or worse off than a year earlier, (2) its personal fi- 
nancial expectations for the coming year, (3) its one-year expectations 
regarding business conditions, (4) its longer-range economic outlook, 
(5) its appraisal of buying conditions for household goods and cloth- 
ing, (6) price expectations. Tentatively, the six components of the 
index have been given equal weights.’ 

A second measure of attitudes toward spending is an index of buying 
intentions. Data have been collected on expressed intentions to buy 
houses, cars, durable household goods, to make home improvements or 
repairs, and to make major nondurable goods expenditures. Only plans 
which respondents rated as having at least a fair chance of fulfillment 
were considered. Each family was scored 0 = no such buying plan, 
1 = any one type of plan, or 2 = two or more categories of plans. This 
measure is an indicator of willingness to spend, rather than a predictor 
of specific purchases. It is presented and tested here for the first time. 

Two questions may be asked about the relation between attitudes 
and spending behavior: To what extent do consumer attitudes influence 
spending? And second, how useful are data on consumer attitudes and 
buying intentions for forecasting consumer demand? Although these 
questions are closely related, they must be approached somewhat 
differently. When we are testing the forecasting value of attitudinal 
data, we must work with variables which can be known in advance, 
such as past income and attitudes at the beginning of the forecasting 
period. We must disregard changes which occur during the forecasting 
period—either in people’s financial situation or in their attitudes. 
Previous analyses of the relation of consumer attitudes to purchases 
have been concerned with forecasting value only." The present study, 
on the other hand, is concerned also with the influence of consumer 
attitudes. This means that we may use variables in this part of our 


"An index including these six components has been computed and published by the 
Survey Research Center over the past four years. The index is described in detail in 
Katona and Mueller, Consumer Expectations, 1953-56, op. cit., pp. 91-105. 

*See L. R. Klein and J. B. Lansing, “Decisions to Purchase Consumer Durable Goods,” 
Jour. Marketing, Oct. 1955, XX, 109-32. 
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analysis which can be known only ex post, such as current income and 
the attitude change during the period under study. We shall use the 
two approaches in turn, starting with the influence of attitudes and 
then turning to the forecasting value of the index of consumer attitudes 
and the index of buying intentions. The analysis covers two periods 
for which data have been collected: the year June 1954-June 1955, 
and the half-year June-December 1955. 


II. The Influence of Consumer Attitudes, June 1954-June 1955 


The reinterview test of the influence of consumer attitudes on pur- 
chases consists of classifying individuals according to attitudes and 
comparing purchases made by the various attitude groups. Since at- 
titude change occurs rather frequently we shall take account of initial 
attitudes in June 1954 as well as of attitude change during the follow- 
ing year, the period under study.’ The index of consumer attitudes is 
used to distinguish between people who were initially optimists (scor- 
ing 10-12 on a 12-point attitude scale), medium (scoring 7-9), and 
pessimists (scoring 0-6).’° It is also used to subclassify these groups 
according to subsequent attitude change—distinguishing between those 
whose attitudes remained “the same” (7.¢., changed by one point or 
less), “improved” (by two or more points), and “deteriorated” (by 
two points or more). The following tabulation shows the distribution 
of attitude scores in June 1954 and June 1955: 


INDEX OF CONSUMER ATTITUDE 


June 1954 June 1955 
(per cent) (per cent) 


Optimistic (10-12) ‘ 43 
Medium (7-9) 47 
Pessimistic (0-6 


All 
Number of cases 


The method of analysis consists of two stages. In the first stage the 
income effect is “eliminated.” This is necessary because optimists 
tend to have higher incomes than pessimists, The average number of 


*Another study by George Katona dealing specifically with the frequency of attitude 
change and its determinants will appear in Psychological Monographs. 

” With optimistic replies scored as 2, medium (same, pro-con) replies as 1, and pessimis- 
tic replies as 0, a score has been computed for each respondent from his answers to the 
6 questions. These scores can range from O for extreme pessimism to 12 for extreme 
optimism. People who repeatedly gave “I don't know” or similar answers have been ex- 
cluded from this analysis. The remaining expressions of uncertainty were scored 1. 
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purchases is determined for each of nine income groups. This gives us 
an “expected” number of purchases for each family based on its cur- 
rent income. We also know from the reinterview the actual number 
of purchases made by each family. In the second stage the ratio of 
actual to expected purchases is compared for our various attitude 
groups, using a simple analysis of variance. For example, the average 
number of purchases among families with incomes from $4,000-$5,000 
was 1.5 in the year under study. A family with an income of $4,500 
and one purchase would therefore have a ratio of actual to expected 
purchases of .67. After adding up actual and expected purchases for 
all the families within any one attitude group, we compute the ratio 
of actual to expected purchases. In the tables which follow such ratios 
are presented for groups with differing attitudes. The method used 
in this section is in a sense a very rigorous test of the influence of at- 
titudes on purchases, since it gives priority to income in the analysis. 
It determines, in fact, how much consumer attitudes contribute toward 
the explanation of purchase decisions over and above the explanation 
provided by income. 

We begin by considering the entire year June 1954-June 1955. 
Table I illustrates our method step-by-step. All families have been 
classified according to their initial attitudes in June 1954 and accord- 
ing to attitude change between June 1954 and June 1955. Theoretically 
9 attitude classifications are possible, By definition, however, 2 could 
occur only infrequently: being initially optimistic and improving (14 
cases) and being initially pessimistic and deteriorating (5 cases). These 
cells have therefore been omitted. This leaves a 7-group classification. 
Part A of Table I shows the average number of purchases per family 
made between June 1954 and June 1955 by each of these 7 attitude 
groups. The table shows large differences in purchases between these 
attitude groups. 

Since we know that optimists tend to have higher incomes than 
pessimists, Part B of Table I shows the average number of purchases 
which might be expected on the basis of the income distribution with- 
in each of the 7 groups. Clearly the intergroup differences in “expected” 
purchases are smaller than the differences in actual purchases, although 
they are in the same direction. 

Finally, Part C presents ratios of actual to expected purchases for 
each of the 7 attitude groups. These ratios are measures of the in- 
fluence of attitudes on purchases after elimination of the income 
effect.’’ In every column the medium group had lower ratios than the 

" Eliminating the income effect also serves to eliminate most of the effect of age on 


purchases. For data on the intercorrelations between income, attitudes, and other variables 
see Table V in Section II. 
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I.—Inpex or Consumer Attitupes: Atritupes, ATTITUDE 
CHANGE, AND Number oF Purcuases, June 1954-June 1955 


Initial Attitude 
June 1954 Attitude Change, June 1954-June 1955 
A. Actual Average Number of Purchases per Family mi 
Improved Deteriorated | 
Optimist 1 (209) 
Medium 1.48 1.59(295) 
Pessimist 1.21 (170) 
(269) (320) (674) 


Expected Average Number of Purchases per Family* 
Improved Same Deteriorated 


Optimist 1.62 | 1.71 


Medium | 1.47¢ | 1.56 
Pessimist 1.40 


All 1.50 


Ratio of Actual to Expected Purchases* 
i 


Improved Same Deteriorated 


Optimist 1.09 1.01 

Medium .96 84 
Pessimist 

All .97 


“ Less than 35 cases 

* Numbers in parentheses indicate number of cases in each row and column. These num- 
bers are the same for all three parts of Table I as well as for Table III. 

© Expected number of purchases is calculated for each cell on the basis of its income distri- 
bution; i.e., observed ave. no. of purchases within each of 9 income groups weighted by in- 
come distribution prevailing within each of the 7 attitude groups. 

4 The differences in this 7-way classification are significant at the 2} per cent level. The 
significance tests in this section consist of F-ratios based on a one-way analysis of variance. 
Actually, the variable employed in the significance tests was the residual difference, i.¢., 
observed purchases minus expected purchases, rather than the ratio of these. Given over 650 
cases, the fact that the sample was clustered has practically no effect on this significance test. 
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optimists; and the pessimists had lower ratios still. Similarly in each 
row the groups whose attitudes improved made more purchases (rela- 
tive to what might have been expected on the basis of their incomes) 
than the group with unchanged attitudes; and that group in turn made 
more purchases than the group whose attitudes changed for the worse. 
Thus it appears that both initial attitudes in June 1954 and attitude 
change during June 1954-June 1955 had an influence on purchases 
during that period. 

Instead of examining the relation of initial attitudes and attitude 
change to purchases we may consider initial attitudes and final attitudes 


TABLE II.—Inpex or Consumer Attiruves: Atrirupes, ATTirupEs 
AND NUMBER OF PuRCHASES, JUNE 1954-JuNE 1955¢ 


(Ratio of actual to expected purchases within each attitude group”) 


Initial Attitude | 
June 1954 


Final Attitude, June 1955 


| 


Optimist Medium Pessimist All 
Optimist =| 1.8 | (200) 
Pessimist 92 3 86 (170) 
All 

(292) (317) (65) (674) 


* F ratio for this 9-way classification is 1.33. Required for significance at 10 per cent level: 
1.67; at 25 per cent level: 1.28. 

* Figures within cells represent ratio of actual to “expected” number of purchases in the 
12 months June 1954-June 1955. “Expected” number of purchases are calculated separately 
for each cell on the basis of its income distribution. Numbers in parentheses indicate number 
of cases in each row and column. 


in relation to purchases. This second principle of classification is used 
in Table II, where classification is by index-score brackets at the begin- 
ning and end of the year. Particularly interesting in Table II are the 
pronounced differences between the people who were optimists at both 
dates, medium at both dates, and pessimists at both dates. On the 
whole, the results obtained in Tables I and II are similar. The greatest 
differences appear in the third column of the two tables. The ratio 
of actual to expected purchases is lower for the pessimists than for 
those whose attitudes deteriorated. The explanation lies in the fact 
that in a period when optimism prevails, deterioration very often repre- 
sents a change from optimist to medium, rather than to pessimist. The 
tables which follow are confined to the attitude-change classification. 
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We shall now examine the purchase ratios in Table I separately for 
each half-year period: June-December 1954 and the first half of 1955. 
Table III shows the relation between actual and expected purchases, 
in both the first and the second half-year period, for 7 groups classified 
according to initial attitudes in June 1954 and attitude change during 


Taste IIl.—Inpex or Constmer Attitupes: InitiaL Atrirupes, ATTITUDE 
CHANGE, AND NumBer or Purcuases HALr-YEAR PERiops* 


Initial Attitude 
June 1954 Attitude Change, June 1954-June 1955 


A. Ratio of Actual to Expected Purchases within Attitude Groups, Second Half of 1954" 

Improved Same Deteriorated 

Optimist 1.09 

Medium .824 

Pessimist 

All 1.01 

Ratio of Actual to Expected Purchases within Attitude Groups, Virst Half of 1955¢ 
Improved Same Deteriorated 

Optimist 1.00 

Medium 1.04 

Pessimist 


All 1.05 97 


* Figures within cells represent ratios of actual to expected number of purchases in each 
of two half-year periods. Expected number of purchases are calculated separately for each 
cell on the basis of its income distribution 

* Differences in this 7-way classification are significant at 5 per cent level. F-ratio: 2.13 
(2.10 at 5 per cent level). 

* Differences in this 7-way classification are significant only at 10 per cent level. F-ratio 
1.89 (1.77 at 10 per cent level) 

4 Less than 35 cases 


the following 12 months. In general, the influence of initial attitudes 
as well as of attitude change is clearly evident for both half-years. 
These two influences in turn will now be examined more closely. 

The right-hand columns in Table III (Al/) show the ratio of actual 
to expected purchases by initial attitude groups, irrespective of later 
attitude change. In the first half-year (June-December 1954) initial 
attitudes appear to have a pronounced effect on subsequent purchases. 
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A variance analysis of these differences shows them to be significant at 
better than the 21% per cent level. In the second half-year the group 
whose attitudes in June 1954 were medium had a higher actual/ex- 
pected purchases ratio than either the optimists or the pessimists; but 
the observed differences between the 3 groups were not statistically 
significant. That is, there was little carry-over of the effect of June 1954 
attitudes to purchases beyond December 1954. A further check was 
made by relating June 1954 attitudes to purchases in the third half-year 
period (June-December 1955). Again no significant differences emerged. 


TaBLe IV.—InpDEX or ConsuMER AttitupEs: ATTITUDE CHANGE, JUNE 1954-JuNE 1955, 
RELATED TO NUMBER OF PURCHASES IN THE SECOND Har or 1954 
AND IN THE First HALF or 1955 


Attitude Change, June 1954—June 1955 
Improved | Same Deteriorated 


Purchases June 1954-December 1954 
Actual* 
Expected 
Ratio of Actual to Expected 
Purchases December 1954—June 1955: 
Actual* 
Expected” 
Ratio of Actual to Expected 
Number of cases 


* Observed average number of purchases per family. 

* Expected on the basis of income distribution and initial attitudes within each of 3 atti- 
tude change groups 

* Differences are not statistically significant. 

4 F-ratio=1.74. Required for significance at 10 per cent level: 2.30; at 25 per cent level: 1.39 


We may now consider separately the effect of attitude change dur- 
ing the year under study. Among the people whose attitudes improved 
there was a disproportionate number of initial pessimists, and among 
those whose attitudes deteriorated initial optimism was relatively 
frequent. The two bottom rows in Table III A and B (All) therefore 
understate the impact of attitude change. To isolate the net effect of 
attitude change on purchases, initial attitudes must be held constant. 
Accordingly, in Table IV “expected” purchases is a somewhat different 
concept than in Tables I-III. The average number of purchases was 
computed for each income group within the three initial attitude 
groups. “Expected” purchases in Table IV thus take account of both 
income and initial attitudes. 

Undoubtedly people whose final attitudes differed from their initial 
attitudes changed at different times during the year. Probably some 


= 


> 


is 
7 
as 
85 1.00 1.01 
1.04 95 3H 
65 64 55 a 
59 67 63 
1.11 95 87 
269 320 85 
he 
. 


THE AMERICAN ECONOMIC REVIEW 


956 


changed soon after the initial interview and many more as the year 
progressed, One therefore would expect a stronger relationship of at- 
titude change to purchases in the second half-year than in the first half- 
year. The data in Table IV bear this out, For the first half-year the 
relationships are not sufficiently strong to be statistically significant, 
although they are in the expected direction. For the second half-year 
there are at least 3 chances in 4 that the three groups differ with regard 
to number of purchases. 

We may conclude that during the year June 1954-June 1955 con- 
sumer attitudes did exert a significant influence on spending decisions. 
Previous analysis of Survey Research Center data designed to test the 
influence of consumer attitudes at the individual level considered only 
initial attitudes and their effect on spending over the following 12 
months. It now appears that we should regard the influence of a given 
set of attitudes as extending primarily over the half-year preceding 
and the half-year following the measurement. It also appears that the 
full impact of the state of consumer confidence becomes apparent only 
when account is taken of attitude change as well as initial attitudes. 
This must be particularly true if the period under consideration is one 
of extensive attitude change. The year from June 1954 to June 1955 
was characterized by a marked growth in consumer optimism. We find 
that this change was one of the determinants of consumer spending in 
that year. 

The finding that, at the individual level, attitude change is related to 
purchases is of particular importance. For in the use of attitudinal data 
in business-cycle analysis it is assumed that there is a relationship be- 
tween changes in attitudes and changes in the rate of spending. At 
the aggregative level such a relationship has been found to exist previ- 
ously; at the individual level it has been demonstrated here for the 
first time. 


Ill. The Predictive Value of Data on Consumer Attitudes, 
June 1954-December 1954 


Although we shall now speak of forecasting, this is not forecasting 
in the aggregative sense. Rather, we wish to determine whether groups 
of consumers who differ with respect to certain initial variables differ 
also with respect to later purchases. Some variables which, at the in- 
dividual level, show a decided impact on spending nevertheless may 
not be useful for aggregative forecasting. These are the variables whose 
distribution in the entire population is nearly constant over consider- 
able periods of time, for example, age. In more general terms, the 
predictive value of a variable for an aggregative forecast depends not 
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only on the strength of its relation to spending at the individual level 
(which is analyzed here), but also on its variability over time. 

Since we are interested in forecasting, we shall use in the analysis 
which follows only data which are available at the beginning of the 
period under study. Thus we use past income and attitudes at the 
beginning of the period under study, but must ignore subsequent at- 
titude change and income during the year for which the forecast is being 
made. In view of the findings of the previous section we shall analyze the 
predictive value of data on consumer attitudes over half-year periods 
rather than an entire year. Specifically, we shall consider to what ex- 
tent the index of consumer attitudes and the index of buying intentions, 
as measured in June 1954, foreshadow purchases in the second half of 
1954. In this section we shall use a multiple correlation technique. 

When we analyze the relation between attitudes (A) and purchases 
(P) the “other” variables which should be held constant may be 
grouped into three categories: first, those which affect A as well as 
P. Analysis over a period of years indicates that two important vari- 
ites fall into this category and should be taken into account: income 
and age. Optimism is more frequent in the higher- than in the lower- 
income groups. The number of purchases also increases with income, 
and this relation is by no means due entirely to the greater optimism 
prevailing among the upper-income groups. Similarly for age—young 
people are more optimistic than older people; they also make more 
purchases (partly because of their greater optimism, but also because 
they must usually equip a newly formed household). A second cate- 
gory of related variables includes those which have been found to affect 
P but which show no significant relation to A (after account has been 
taken of income and age): such variables as marital status, number 
and age of children, education, place of residence, home-ownership 
status. If the sample is sufficiently large, groups which are homo- 
geneous with respect to income and age but differ in attitudes should 
have similar distributions of this second type of characteristic. These 
variables may then be disregarded in our analysis without biasing the 
relationship between A and P, although some random variations may 
arise from the presence of small subgroups in the sample. 

The third category of related variables includes those which affect 
or determine attitudes but have no effect on purchases, except via 
their influence on attitudes, age, or income. Among the determinants 
of attitudes are a wide variety of stimuli originating in the economic 
and political environment as well as experiences of a more personal 
nature. However, the determinants of attitudes also include age and 
income. Hence, when we relate attitudes, income and age to purchases 
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in a single equation, we do not know how much of the effect of income 
and age on purchases is brought about indirectly through their impact 
on attitudes.” 

Keeping this problem of interpretation in mind, we now present two 
regression equations. The first relates income (Y-.), age (X), and the 
index of consumer attitudes (A) to purchases in the subsequent half- 
year. In equation (2) the index of buying intentions (B) is added to 
the independent variables. Purchases are for the period June-Decem- 
ber 1954. Attitudes and buying intentions are measured as of June 
1954. The income variable represents 1953 income, the current year’s 
income being as yet undetermined and unknown in June. The num- 
bers in parentheses are the standard errors of the coefficients.’* R is 
the multiple correlation coefficient. 


(1) ? = + .060Y_, .066X + .031A 
(.017) (.024) (.015) 


R = .23 


(2) P = 624 + .052Y_, — .053X + .022A + .131B 
(016) (024) (015) 


R = .25 


In equation (1) much of the explanation of P comes from income 


and some comes from age, but attitudes also show a significant relation 
to purchases. The net effect of adding the index of buying intentions 
(B) is to raise the multiple correlation coefficient from .23 to .25. 
Thus, while buying intentions have a highly significant relation to 
consumer purchases, they are also correlated with our other three in- 
dependent variables; their introduction therefore reduces the con- 
tribution of the other three variables. In particular, the contribution 
of consumer attitudes now appears to be of less significance. When 
we examine the intercorrelations between our variables as measured 
by the simple and partial correlation coefficients (Table V), we find 
that the simple correlations (zero order) of purchases with income and 
buying plans are somewhat higher than the correlations of purchases 
with age and attitudes. Several of the intercorrelations between the 
independent variables are stronger than the correlations of any one of 
them with purchases. Particularly strong are the correlations between 

™ Given the following equations, the “pure” relation between P and A is not identifiable: 

A=f, (¥,X,0) 
P=f, (4,¥,X) 

where A = attitudes, Y = income, X = age, O =a short-cut expression for other deter- 
minants of attitudes, and P = purchases. 

“The standard errors provide an unsatisfactory test of significance in this case, partly 


because of the interdependence of the independent variables mentioned above, and also 
because we are dealing with a clustered sample. 
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income and attitudes, income and buying plans, and attitudes and 
buying plans. 

The third-order coefficients (Part B of Table V) indicate that the 
net relationship of income and of buying plans to purchases are of the 
same order of magnitude. The relations of age and attitudes to pur- 
chases are considerably weaker. All four variables appear to make a 
rather small contribution to the explanation of number of major pur- 
chases. However, it should be recalled in evaluating these coefficients 
that cross-section analysis always yields far lower correlations than 
time-series studies making use of the same variables. This is due to the 


INTERRELATIONSHIPS BETWEEN PuRcHASES, INCOME, AGE, 
ATTITUDES AND BuyING PLANS 


TABLE V. 


A. Zero Order Correlation Coefficients: 
Ri Ry Ri“ Ris Ru Ru Ros Ru Rus Ru 
2nd Half—1954 18 —.13 .14 .19 —.08 31 25 —.12 —.22 28 
B. 3rd Order Correlation Coefficients: 


a46 Ris 246 Ria Ris 74 
2nd Half—1954 — .08 .06 
C. Multiple Correlation Coefficients: 
2 R, 46 
2nd Half—1954 .25 


1= Purchases (P) 
2=Income (Y_,) 
3=Age (X) 

4=Index of consumer attitudes (A) 
5 = Buying plans (B) 


* The Ist order correlation coefficient for the same two variables, holding income alone 
constant (Ris), is .082. The second order coefficient, holding income and age constant 
(Ris.23), is .077. Therefore in Part II of this paper it was deemed sufficient to hold income con- 
stant. 


multiplicity of factors which affect individual behavior (most of which 
are averaged out in the aggregate). For the period considered here, 
in our sample of about 675 families, the simple correlation between 
income and number of purchases was only .18 (while time-series cor- 
relations between disposable income and consumer spending have 
yielded correlation coefficients in excess of .90). 

Part C of Table V compares the joint explanatory value, at the in- 
dividual level, of income and age with the joint explanatory value 
of attitudes and buying plans. It appears that about equally accurate 
forecasts can be obtained from either of the pairs of variables (dis- 
regarding the other pair). This conclusion applies only to cross-section 
forecasting. When we draw inferences about forecasting at the aggrega- 
tive level, the cyclical behavior of our variables must be taken into 
account. Of course, the distribution of age of family heads is not sub- 
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ject to short-run cyclical changes at all. The cross-section income 
variable reflects primarily people’s position on the income scale, while 
aggregate income reflects changes in the level of income and does 
vary cyclically. 

The cyclical movements of our variables are illustrated for the years 
1952-56 in Chart I. The Chart shows that the index of consumer at- 
titudes exhibits pronounced cyclical fluctuations. Two of the compo- 


Cuart I, Trenn or Duraste Goovs Saves, Personar Income, CONSUMER 
ATTITUDES AND Buyinc PLans, 1952-56 


ATTITUDES AND BUYING PLANS 


2 
3 


Lisi tists Joo 
FMAMJJASOND 
19% 

Sources: Durable Goods Sales and Personal Disposable Income series are U. S. Dept. of 
Commerce quarterly data, seasonally adjusted, last quarter 1952 — 100. The Index of 
Consumer Attitudes and the Index of Buying Plans are Survey Research Center data; 
see Katona and Mueller, Consumer Expectations, 1953-56 and, for the most recent data, 
Foundation for Research on Human Behavior, Prospects for 1957: Consumer Expectations 
and Business Capital Appropriations (Ann Arbor, Mich., 1957). The Index of Consumer 
Attitudes and the Index of Buying Plans are not adjusted for seasonal variation. For 
Index of Consumer Attitudes Nov.-Dec. 1952 = 100. Since the Index of Buying Plans is 
not available for 1952, the last survey, Nov. 1956 = 100. It should be noted that the Buy- 
ing Plans Index is plotted as of the survey date, although it should be related to future 
rather than current purchases 


nents of the buying plans index (plans to buy houses and cars) are 
available prior to June 1954; they register a sharp upturn between 
early 1954 and June 1954. The drop in buying plans between late 
1954 and mid-1955 may have been reinforced by seasonal factors, 
but buying plans remained below peak levels throughout 1956. Per- 
sonal disposable income shows cyclical variations in the rate of growth. 

A further consideration in evaluating the usefulness of attitudinal 
data for forecasting is sensitivity to incipient changes in the environ- 
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ment. The correlation between the index of consumer attitudes in 
June and income of the current calendar year is higher than the cor- 
relation between June attitudes and income of the previous calendar 
year. When, in retrospect, we use current income‘ (instead of the 
previous year’s income) in our regressions, the multiple correlation co- 
efficients are hardly raised at all. However, when current income is 
held constant, the relation between attitudes and purchases is weak- 
ened somewhat more than it is weakened when the previous year’s in- 
come is held constant. While this matter is beyond the scope of the 
present article, it does suggest that attitudinal measures may be ad- 
vance indicators of income changes which are in the making."° 


IV. The Role of Consumer Attitudes, June-December 1955 


For purposes of this analysis, the second half of 1955 offers an in- 
teresting contrast to the second half of 1954. In the fall of 1954 the 
economy was in the process of recovering from a mild recession. By 
the second half of 1955, the third half-year of our study, the economic 
climate had improved greatly. According to Department of Commerce 
data, disposable personal income in the second half of 1954 was 2 per 
cent above a year earlier. In 1955 it rose sharply, and in the second 
half of that year it was 8 per cent above a year earlier. Consumer 
attitudes as well as intentions to buy cars and houses, on the other 
hand, already showed substantial improvement in June 1954, and 
attitudes reflected even greater optimism by the end of that year. In 
the second half of 1955 attitudes showed stability at a very high level. 
Thus it appears likely that in 1954 a strong impetus to spending came 
from the growth in optimism; while in 1955 increases in income pro- 
vided the major stimulus to spending.”* 

This inference, derived from aggregative comparisons, is borne out 
but the reinterview test. Table VI relates purchases in the second half 
of 1955 to attitudes in June 1955. No difference appears in the ratio 
of actual to expected purchases between the optimist and the medium 
groups. The pessimists show a somewhat lower ratio, but this group 
had shrunk to 10 per cent of the sample by June 1955. The differences 
in Table VI are not statistically significant. 


“ Current income here means income of the entire calendar year in progress. The fore 
cast is being made in June for the second half of that year 

* See also T. F. Juster, “Expectational Data and Short Term Forecasting: An Analysis 
of the Saving-Income Ratio, with Special Reference to the Demand for Consumer Dur- 
able Goods” (unpublished Ph.D. thesis, Columbia University, New York, 1957). 

*An additional important stimulus to spending in 1955, particularly on automobiles, 
came from the lengthening of instalment credit maturities according to a study by the 
Board of Governors of the Federal Reserve System, Consumer Instalment Credit, Vols 
I-VI (Washington, 1957), Pt. IV, pp. 1-7, 58-79. 
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For the second half of 1955 our data are less complete than for the 
previous year. Therefore we shall here relate purchases in the sec- 
ond half of 1955 only to initial index scores in June 1955, and not 
to attitude change during the period. However, for some index com- 
ponents initial as well as final measurements are available. 

When we look at the components of the index, we discover that 
favorable expectations regarding business conditions—both long-term 
and short-term-—-and favorable evaluations of buying conditions in 
June 1955 were positively related to number of purchases. The lack of 


VI.—INpex or Consumer Attitupes: Initiat Attitupes, JUNE 1955, 
RELATED TO NUMBER OF PURCHASES IN JuNeE~Decemper 1955 


Average Number of Purchases per Family by Con- 
sumers Who in June 1955 Were: 


Optimistic Medium Pessimistic 
Actual Purchases* 1.10 1.00 eae 
Expected Purchases? 1.09 99 84 
Ratio of Actual to Expected 1.01 1.01 92 
Number of Cases 292 317 65 


* Observed average. 
» Expected on the basis of income distribution within each of the 3 attitude groups, 
* Differences are not statistically significant. 


correspondence between initial attitudes in June 1955 and subsequent 
purchases is found primarily in the area of personal financial attitudes. 
Whereas people’s evaluations of recent changes in their financial posi- 
tion contributed substantially toward the relationship between the 
index and subsequent purchases in June 1954, they did not have the 
expected effect in the second half of 1955. People who felt worse off 
in June 1955 had a much higher ratio of actual to expected purchases 
in the following half-year than those who were medium, and even 
a somewhat higher ratio than those who were better off. This re- 
sult may be explained by the pattern of attitude change during the 
period. Of the people who felt “worse off” in June 1955, 20 per cent 
felt “better off” half a year later, while only 4 per cent of those who 
initially felt “better off’ changed to “worse off.”’ People who initially 
were pessimistic and became optimistic were particularly active buyers. 
Their ratio of actual to expected purchases was 1.41, compared with 
1.07 for people who were better off at both dates. Having perhaps held 
back for a time, their improved evaluation of their financial situation 
led this group to buy more than the people who had been optimistic 
all along. 

A further test of the relation between attitudes and spending in the 
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second half of 1955 is provided by our regression equations. Equations 
(3) and (4) correspond to equations (1) and (2) in Section III above, 
except that they apply to the second half of 1955 rather than the sec- 
ond half of 1954, Equation (3) excludes and equation (4) includes 
buying intentions among the explanatory variables. 


(3) P = .758 + .085V_, — .063X + .015A 
(017) (025) (018) 


R = .25 


P = 655 + .073¥_, — .0SOX + .011A + .157B 
(.018) (026)  (.019) (048) 


R = .28 


In both equations the coefficient of A is smaller than its standard error. 
Thus it appears again that attitudes alone had no significant effect on 
purchases in the second half of 1955. The index of buying intentions, 
however, once again proved to be a very significant predictor of con- 
sumer spending.’” 

The intercorrelations between our variables and the partial correla- 
tion coefficients also differ in some respects from those obtained for the 
second half of 1954: they indicate that income was a more important 
determinant of consumer spending during this second period. The simple 
correlations between purchases and income is .23 for June-December 
1955, compared with .18 in the earlier period. The net correlation 
between purchases and income (i.¢., the third order coefficient ) holding 
the other three variables constant, also is higher. The net correlation 
between purchases and attitudes on the other hand is lower, being a 
mere .02. The joint correlation of income and age with purchases (dis- 
regarding attitudes and buying intentions) is .25 as compared with .21 
for the second half of 1954. The joint correlation of attitudes and buying 
plans with purchases (disregarding income and age) is .21, the same as 
in the second half of 1954. 

Essentially then, we find that consumer attitudes, by themselves, 
make only a very small contribution toward the explanation of con- 
sumer purchases in the second half of 1955. Undoubtedly, the differ- 
ence in the influence of consumer attitudes during the two periods 
studied reflects in large part the varying growth-rate of income. If 
we define “autonomous” variations in consumer spending as variations 
which are unrelated to changes in income, it is clear that autonomous 
variations may, but need not always, occur. In the second half of 1955, 
in contrast to the second half of 1954, consumer spending appears to 
have been largely nonautonomous. 


™ This is true despite the fact that buying intentions here are measured as of December 
1954. They are not available for June 1955. 
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In addition, we may point to certain limitations of the attitude 
measurements which may affect our results for 1955. Differences in 
opinions and attitudes were much greater in mid-1954 than in mid- 
1955. With regard to almost all attitudes in the index, the group of 
pessimists had shrunk considerably between mid-1954 and mid-1955. 
Using the index as a yardstick, the proportion of pessimists in the sam- 
ple declined from one-fourth in mid-1954 to one-tenth in mid-1955. 
This fact of itself makes it difficult to get reliable differences between 
optimists and pessimists. But beyond that, it raises questions about the 
character of the pessimistic group. For example, the 8 per cent of 
consumers who in the midst of a period of great prosperity saw “bad 
times” ahead may consist in large part of the hard core of chronically 
pessimistic and disgruntled individuals. These people may differ con- 
siderably in their behavior from the larger group who are pessimistic 
at a time when unfavorable developments are thought to be imminent, 
but who are optimistic at other times. Similarly, the reservations which 
people expressed either about business conditions or about their finan- 
cial situation (putting them into the medium group) may have been 
less serious in mid-1955 than in mid-1954. Our attitudinal measures 
are not yet sufficiently sensitive to register the qualitative differences 
which may occur from time to time in what appears to be the same 
answer. 

Given our present measurements, interpersonal comparisons are 
likely to be most successful when marked differences in attitudes and 
opinions exist. They are least likely to be successful when, as in the 
second half of 1955, (a) a considerable unanimity of opinions and at- 
titudes has been attained, and (b) no substantial changes have oc- 
curred in the economic environment to disturb this unanimity. At 
such times deviations from the prevailing state of sentiment may reflect 
to a large extent personality factors, temporary personal experiences, 
and unreliability of the data. Nevertheless, in the aggregate attitudinal 
measurements are of value, even during such periods. For we need to 
know whether or not the prevailing state of confidence and satisfac- 
tion has been altered or is continuing. 


V. Conclusions 


Under certain conditions attitudinal variables do contribute signifi- 
cantly toward an explanation of fluctuations in consumer spending, 
while under others they do not exhibit an independent effect. The next 
goal is to learn more about the conditions under which attitudes do, or 
do not, help to explain variations in consumer purchases, 

Our study suggests that information on consumer attitudes is most 
valuable at times when there is a marked divergence between changes 
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in income and changes in attitudes such as occurred in mid-1951 or in 
the second half of 1954. The divergence may be due to people’s reac- 
tions to economic news, about price changes, tax changes, employment 
opportunities, sales trends, recession or recovery prospects; or it may 
be due to political developments such as the outcome of an election 
or international disturbances. There are other periods when there is 
very little divergence between income and attitude trends: both are 
high or low relative to previous levels. The second half of 1955 is 
a case in point. In this second case attitudes may also be influential. 
However, financial and demographic factors play a greater role as 
determinants of attitudes at such times. Therefore attitudinal data 
seem to add little to the explanation of consumer behavior provided 
by such variables as income and age. Additional studies conducted 
under varying economic conditions are needed to further substantiate 
this hypothesis. 

The index of consumer attitudes which was related here to individual 
purchases is still in an experimental stage. Ahead is the challenging 
problem of seeing whether closer correlations with purchases can be 
established by improving the index—by adding new series, revising 
the weighting of components, and refining the attitudinal measures 
themselves. 
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CONSUMER INSTALMENT CREDIT 
A Review Article 


By WakrEN L. SmitTH* 


This important study,’ prepared under the direction of the Board of Gov- 
ernors of the Federal Reserve System at the request of the chairman of the 
Council of Economic Advisers, presents an elaborate factual and analytical 
picture of consumer instalment credit and its role in the American economy. 
At the time of the Council’s request to the Board (early 1956), there was 
much concern over the rapid growth of consumer credit, and the President had 
just suggested to the Congress in his Economic Report that it might be de- 
sirable to re-establish, at least on a stand-by basis, selective controls over con- 
sumer credit. Accordingly, the Council requested the Board to “appraise the 
arguments for and against’”’ selective controls; and much of the material! pre- 
sented in the study is designed to provide a basis for such an appraisal.’ 

Part I contains studies by the research staff of the Federal Reserve System 

the first volume presenting a systematic survey, and the second containing 
specialized technical and background materials. Part II is the product of a 
conference of specialists held under the auspices of the National Bureau of 
Economic Research. Part III contains a digest of the views of the consumer 
credit industry and other interested parties concerning regulation. Part IV 
presents the findings of a sample survey of purchasers of new automobiles 
during 1954 and 1955. 

Since these volumes represent a number of separate studies carried out by 
numerous scholars and research teams, it is not surprising that there is con- 
siderable duplication. My procedure will be to select what seem to be the most 
important issues and to summarize and evaluate the materials contained in the 
entire study bearing on each of them. I shall first take up the effects of con- 
sumer instalment credit on economic growth and stability; second, the re- 
sponsiveness of consumer credit, and expenditures financed thereby, to general 
credit controls; and third, the question of selective controls. 


* The author is associate professor of economics at the University of Michigan. 


*Board of Governors of the Federal Reserve System, Consumer Instalment Credit, 
6 vols. (Washington, 1957.) Part I, Growth and Import, 2 vols. Pp. ix, 388, $1.25; 287, 
$1.00. Part II, Conference on Regulation, 2 vols. Pp. xxvi, 553, $1.75; x, 161, 60¢. Part 
III, Views on Regulation. Pp. vii, 230, $1.00. Part 1V, Financing New Car Purchases: A 
National Survey for 1954-55. Pp. xii, 166, 67, 60¢. 


* The study does not take a position for or against selective controls. However, subse 
quent to its publication and based upon its contents, the Board of Governors transmitted 
a statement to the interested Congressional committees and to the Council of Economic 


Advisers expressing opposition to selective controls at the present time. See Fed. Res. Bull, 
June 1957, XLIII, 647-48 
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. Effects of Consumer Instalment Credit on Economic Growth and Stability 


A. Growth. Expenditures on consumer durable goods averaged about 7 per 
cent of disposable income in the first decade of the twentieth century, had risen 
to about 10 per cent during the nineteen-twenties, and averaged roughly 11 
per cent during the decade 1946-55. The fraction of national wealth repre 
sented by the stock of consumer durable goods has increased correspondingly. 
Consumer credit has shown more rapid growth than durable-goods expendi- 
tures. The annual rate of growth in outstanding consumer instalment credit 
has averaged about 10 per cent since 1920, and growth has occurred in three 
waves: (a) from 1920-29, followed by a decline in the depression years of the 
early 1930's; (b) during the middle and later 1930's, followed by a decline 
during the second world war; and (c) during the period since the war. From 
1946 to 1955, the annual rate of growth averaged 27.5 per cent.® 

The growth of instalment credit can be attributed to a number of causes, 
including the growth of specialized consumer financing machinery, the pro- 
motion of credit sales by lenders and dealers in consumer durable goods, 
changing attitudes toward consumer debt,‘ extension of credit facilities to 
cover a progressively wider range of goods and services, and a persistent tend- 
ency, going back many years, toward easier credit terms.® 

Has the development and expansion of consumer instalment credit served 
to promote a more rapid secular rate of economic growth? Ervin Miller argues 
that it has.*° He contends that purchases of consumer durable goods should be 
treated as a form of investment and included in personal saving. On this basis, 
he argues that the introduction and extension of consumer instalment credit 
has probably increased the rate of capital accumulation, since the increased 
growth of consumer capital in the form of durable goods has probably not 
been fully offset by a reduction in other forms of personal saving and business 
capital accumulation. In addition, he suggests (following Ruth Mack) that the 
existence of attractive durable goods may have led to greater work effort, 
especially in the form of greater participation of women in the labor force." 
And, finally, consumer credit has promoted growth by increasing the relative 
importance of industries producing consumer durable goods, because these 
lend themselves especially well to mass production methods and have there 
fore shown rapid increases in productivity. 


‘Detailed data on the growth of consumer instalment credit are to be found in Part I 
Vol. I, Ch. 8, and Part II, Vol. I, pp. 169-234 

*See Part I, Vol. I, pp. 105-07; also G. Katona, 
ing,” Part I, Vol. I, pp. 450-85. 

*See Part I, Vol. I, pp. 24-34; G. H. Moore, T. R. Atkinson, and P. A. Klein, “Changes 
in the Quality of Consumer Instalment Credit,” Part LU, Vol. I, pp. 115-25, 133-34. The 


effects of changing credit terms on the volume of outstanding debt are discussed in Part J. 
Vol. I, Ch. 7 


‘Attitudes toward Saving and Borrow 


*E. Miller, “Consumer Credit and Economic Growth,” Part II, Vol. I, pp. 169-234. 


"The increased participation of women in the labor force may, in part, be made possible 
by the reduction of household work loads brought about by the use of household ap- 
pliances. In addition, the automobile, by increasing the mobility of labor,: may have 
somewhat reduced the level of frictional unemployment and also promoted a more efficient 
utilization of the labor force. See Part I, Vol. I, pp. 184-87 
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In his comments on Miller’s paper,* Moses Abramovitz suggests that the 
growth of consumer capital, due in good part to the development of improved 
techniques of consumer finance, has not only contributed to economic growth 
along the lines outlined by Miller, but has also produced profound and signifi- 
cant changes in our national life by reviving interest in property ownership 
and making it more widespread. He suggests that “these developments [may | 
have contributed to a revitalization of the bourgeois attitudes toward family, 
home, and estate, the weakening of which Schumpeter feared was sapping the 
piers of capitalism.’ 

F. A. Lutz,'® who also discusses Miller’s paper, contends that consumer 
credit has, on the whole, tended to reduce the rate of growth. His argument 
is based on the presumption that consumer durable goods are, in some sense, 
“less productive” than producer capital goods. In consequence, Lutz expresses 
a preference for concepts of saving and investment that do not include con- 
sumer durable goods. He demonstrates the likelihood that if consumer durables 
are not treated as capital, the development and extension of consumer instal- 
ment credit has reduced the rate of capital accumulation and depressed the 
rate of growth." 

I believe Miller and Abramovitz have the better of the argument. It is diffi- 
cult to give clear meaning to the statement that producer capital is “more pro- 
ductive” than consumer capital, Fundamentally, productivity consists in the 
ability to satisfy consumer wants. In this sense consumer credit apparently 
rates high, since consumers pay, in general, a much higher price for their credit 


than producers do for theirs.’* It would seem that for the purpose of studying 
economic welfare, purchases of consumer durable goods should be treated as 
part of saving and investment and that the imputed flow of current services 
from the existing stock of consumer durable goods should be included in the 


national income.'* 


*M. Abramovitz, “Comment,” Part II, Vol. I, pp. 246-53 

* Ibid., p. 252 

“FA. Lutz, “Comment,” Part II, Vol. I, pp. 234-45 

" Ibid., pp. 236-41. This conclusion is qualified somewhat: see p. 241 

"On the cost of instalment credit to the consumer, see Part I, Vol. I, pp. 49-61. One 
could argue that the cost of credit to consumers exceeds its cost to business by more 
than the additional costs and risks to the lender would justify—that the consumer is 
treated discriminatorily in the credit markets. Thus, a case could be made for regulation 
designed to assure equality of treatment. (This point is made by Abramovitz, op. cit., p. 
253.) Such regulation might increase welfare by promoting a more efficient allocation of 
total capital between consumer and producer capital. And, significantly, it should result in 
some expansion of consumer capital at the expense of producer capital. 

“That is, durable goods should be treated in the national accounts in the same way 
as houses are now handled. It would, however, be more difficult for durable goods to be 
treated this way than it is for housgs, since market rentals in the case of the former are 
usually not available to serve as a (basis for valuing the flow of services. On the other 
hand, when the accounts are used ia the analysis of short-run employment problems or 
for the study of economic growth when the emphasis is on maintaining a balance be 
tween capacity and demand, it is better to exclude imputed elements of income and to 
focus attention on expenditures—i.e., to treat consumer durable goods expenditures as 
consumption rather than investment. No employment is generated currently by imputed 
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The development and extension of consumer instalment credit has probably 
increased the rate of growth and had quite profound effects upon economic 
development. This is not, however, a particularly helpful conclusion, since it 
is virtually impossible even to venture an intelligent guess as to the magnitude 
of these effects. As far as the question of selective controls is concerned, our 
rather meager knowledge of the growth effects provides us with little basis for 
either favoring or opposing such controls. 

B. Stability..* The cyclical effects of consumer instalment credit and the 
related expenditures on consumer durable goods have been the subject of 
considerable discussion by economists in the past.’® The facts seem to indicate 
that consumer credit has contributed to most of the fluctuations in economic 
activity that have occurred since 1929."* In the early postwar years, how- 
ever, markets for consumer durable goods seem to have been dominated by 
special factors, including wartime shortages and the resulting need for replace- 
ment, the initially low level of consumer debt, large holdings of liquid assets, 
the rising supplies of durable goods during the reconversion period, and the 
temporary applications of selective controls from September 1948 to June 1949 
and from September 1950 to May 1952. As a result, instalment credit and 
durable-goods expenditures did not bear their usual relation to income; for 
example, during the 1949 recession, both durable-goods expenditures and the 
net change in instalment credit outstanding continued to increase. Thus, instal- 
ment credit appears to have had a stabilizing effect during most of this period.” 
Since 1952, the procyclical behavior of earlier years has been resumed. Con- 
sumer credit appears to have been a significant factor in the 1953-54 recession, 
as well as in the expansion beginning in mid-1954."* 

Fundamental to an explanation of the cyclical role of consumer credit ap- 
pears to be the fact that such credit is largely used to finance the purchase of 
durable goods.’® An explanation of cyclical fluctuations in durable-goods buy- 
ing can be developed in terms of the acceleration principle. If the demand for 
the services of durable goods is a function of the level of income, there will be 


elements of income, and the causal relations that may exist between income and ex 
penditures are likely to be obscured rather than sharpened by their inclusion. Moreover, 
the increments to capacity associated with the growth of the stock of consumer durable 
goods are not such as to raise important questions of utilization 

* This section of the review is based largely upon the following portions of the study : 
Part I, Vol. I, Ch. 11; D. D. Humphrey, “Instalment Credit and Business Cycles,” Part 
II, Vol. I, pp. 3-55; V. L. Bassie, “Comment” (on Humphrey’s paper), ibid., pp. 56-69 

* A summary of earlier studies of the relation of consumer instalment credit to economic 
stability is given in Part I, Vol. I, Ch. 12. 

* Part I, Vol. I, pp. 210-12. 

" Ibid., pp. 212-14; Humphrey, of. cit., pp. 29-32 

“ Humphrey, op. cit., pp. 32-34 

” Of the total of $29.0 billion of instalment credit outstanding at the end of 1955, 46 per 
cent was incurred for the purchase of automobiles (new and used), 26 per cent for the 
purchase of other durable goods, 6 per cent were repair and modernization loans, and the 
remaining 22 per cent were personal loans. Part I, Vol. I, Table 3, p. 26. The most impor- 
tant single use of funds obtained through personal instalment loans (from consumer finance 
companies) is the consolidation of overdue bills. Part I, Vol. I, Table 7, p. 33. 
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an equilibrium stock of consumer durable goods corresponding to each income 
level. The demand for net additions to the stock will be a function not of the 
level but of the rate of change of income.”° Combined with various other rela- 
tionships, such a consumer durable-goods accelerator is capable of contributing 
to (or even causing) cyclical fluctuations in economic activity.*' It seems prob- 
able that such a relationship (in a complex nonlinear form) does in fact exist 
and constitutes the basic explanation of the instability that characterizes the 
consumer durable-goods industries. The destabilizing effect of the accelerator 
is undoubtedly intensified in the downward direction by the fact that replace- 
ment can be postponed beyond the normal time** and in the upward direction 
by the availability of consumer credit which permits rapid expansion of pur- 
chases to make up for the postponement of replacement during the downswing. 

How does consumer credit further serve to intensify instability in the de- 
mand for consumer durable goods and in aggregate demand generally? Several 
strands of explanation are suggested in the study. 

1. The development of a specialized and efficient system of consumer credit 
and the strong promotion of its use have undoubtedly increased, in a general 
way, the demand for consumer durable goods, thus enlarging the sector to 
which the acceleration effect is applicable.** 

2. To the extent that lenders to consumers tend to ease credit conditions 
during upswings and tighten them during downswings because of changes in 
their attitude toward the risks of consumer loans, the amplitude of the swings 
would be increased.** This effect seems to be asymmetrical—i.e., the tendency 
to ease credit terms during booms is much stronger than the tendency to tighten 
credit terms during recessions. The recent substantial lengthening of maturities 
and reduction in down-payments on instalment loans (especially new auto- 
mobile loans) during 1955 and 1956 clearly served to increase expenditures.” 


* Humphrey, of. cit., pp. 11-13; Bassie, op. cit., pp. 58-61 

* It is interesting to note that the combination of such an accelerator with an explana 
tion of investment by industries producing consumer durable goods based also on the 
acceleration principle would introduce an intensified cyclical tendency into the economy 
Income would have to increase at an increasing rate in order to justify any net new in- 
vestment at all in the consumer durable-goods industries 

* Rassie op. cit., p. 57 

* Part I, Vol. I, pp. 218, 223 


"Loc. cit.; see also Moore, Atkinson, and Klein, op. cit., pp. 71, 125-27, where some 
pecific signs of procyclical swings in credit terms are indicated 


* It is estimated that the median maturity of new automobile loans increased from about 
24 months in 1954 to about 30 months in 1955 and that the median down-payment fell 
from about one-third to about one-fourth during the same period. (See Part IV, Table IV 
1, p. 92; also Part I, Vol. II, Suppl. III.) An increasing tendency to overvalue cars traded 
in has reduced the effective down-payment. (See Part IV, pp. 15-19.) Incidentally, it is 
suggested in the study that a further substantial relaxation of credit terms appears some 
what unlikely for two reasons: (a) The effect of successive increases in loan maturity in 
reducing the monthly payment and thus expanding the market is subject to diminishing 
returns, partly due to the resulting increase in finance charges. (See Part I, Vol. I, pp. 135 
16, 449-50.) (b) Terms on new automobiles have already been eased to the point where, 
in many cases, the outstanding debt exceeds the resale value of the car at the time of 
purchase and for some time thereafter, thus exposing the lender to substantial risk. (See 
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3. The attitudes of consumer borrowers toward incurring debt to buy dur- 
able goods (as distinct from their attitude toward the goods themselves) may 
shift in a destabilizing fashion during the business cycle.” 

4. The existence of consumer-credit facilities may shift the pattern of con- 
sumer saving in such a way as to intensify fluctuations. In the absence of 
consumer credit (or its less ready availability), consumers would have to save 
in advance to buy durable goods, while consumer credit permits them (except 
to the extent of the down-payment) to buy first and save later. Since buying 
tends to expand during the upswing, this probably serves, to an unknown ex- 
tent, to shift consumer saving from the upswing to the downswing.** 

5. Required repayment of outstanding debt may constitute a severe drag 
on the shrinking total of consumer purchasing power during a period of de- 
clining activity. That this can be a heavy burden is attested by the fact that 
payments on instalment debt in 1955 were $33.7 billion or 12.7 per cent of 
disposable income.”* To the extent that repayments cause reductions in current 
expenditures, there is little reason to expect this effect to be especially con- 
centrated on durable goods. That is, the depressive effects of repayments are 
likely to be more generalized than the stimulative effects of credit extensions.** 
Of course, repayments may not cause a fully equivalent contraction in spend- 
ing. Current saving may be reduced below what it would be in the absence of 
the need to repay, or past accumulations of assets may be liquidated to obtain 
the necessary funds.*° 


Moore, Atkinson, and Klein, of. cit., pp. 133-34, and T. A. Andersen, ‘Market Practices 
in the Consumer Lending Industry,” Part II, Vol. I, pp. 429-30.) 
* Part I, Vol. I, p. 218; see also Katona, of. cit., for evidence that optimistic income 
expectations are associated with increased consumer borrowing to purchase durable goods 
* Part I, Vol. I, pp. 230-31. 


* The figures exaggerate somewhat the repayment burden during a period of declining 
income, since a substantial part of the payments were based on debt incurred during 1955 
Debt incurred during the current year would presumably fall during a slump. A comparison 
of payments on instalment debt with other fixed commitments of consumers is shown in 
Part I, Vol. I, Table 47, p. 196. This shows that the burden of instalment-debt repayment 
is larger than that of mortgage debt, rent, and life insurance and annuity premiums put 
together. Although total outstanding mortgage debt on 1- to 4-family houses was more 
than three times total consumer instalment debt at the end of 1956, the repayment burden 
of mortgage debt is smaller due to its longer average maturity. (See Humphrey, op. cit., 
pp. 7-8.) On the other hand, the drag of instalment debt repayments will be eliminated 
quite rapidly as the debt is paid off, while the drag of mortgage debt will continue vir 
tually undiminished for a relatively long time. See the discussion in Part I, Vol. I, pp. 194 
99. 

” Actually, of course, credit extensions may have effects on expenditures for nondurable 
goods and services. For example, if credit were not available to a consumer to buy a tele- 
vision set, he might buy the set anyway and curtail his spending on nondurable items 
Nevertheless, it seems likely that the effects are fairly concentrated on durable goods 

” Apparently a considerable number of households that have instalment debt outstand 
ing also possess liquid assets. See Part I, Vol. I, pp. 92-93, 232; Part II, Vol. I, Table 2, 
p. 493. On the relation between instalment debt and liquid assets, see J. Tobin, “Consumer 
Debt and Spending; Some Evidence from Analysis of a Survey,” Part IJ, Vol. I, pp. 532 
36. Liquidation of marketable or other securities to obtain funds to repay debt during a 
recession would, in one way or another, tend to depress security prices, but of course any 
effects of this kind could presumably be offset by the monetary authorities. 
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6. If consumers are overburdened with debt at a time when income falls 
sharply and are in consequence forced to default, the solvency of financial in- 
stitutions may be imperiled with disastrous effects on the economy. Com- 
mercial banks have moved more and more deeply into the consumer-credit 
field in recent years. They now supply directly or indirectly (via loans to 
other consumer lenders) about half of the total credit made available to con- 
sumers.*' And consumer loans have become an increasingly large fraction of 
their assets—representing about 14 per cent of total loans and discounts of 
all insured banks on December 31, 1955.°* Thus the commercial banking sys- 
tem has become more vulnerable to declines in the quality and the resulting 
losses on consumer loans. However, delinquencies, repossessions, and losses on 
consumer loans have been surprisingly low, even during the 1930’s when in- 
comes were falling.** 

A consideration of the various effects of consumer credit on stability leads 
to the conclusion that it may for various reasons be a significant factor in 
the cumulative propulsion of the economy in one direction or the other but 
that it is not likely to be a major factor in producing turning points. Of 
course, a consumer durable-goods accelerator, if it is operative, may heip to 
explain turning points, and consumer credit may, by increasing the size of the 
accelerator or the scope of the sector to which it is applicable, contribute some- 
thing. 

Humphrey in his interesting paper emphasizes the net change in outstand- 
ing credit as the best measure of the impact of consumer credit, since it 


represents the net supplemental purchasing power (sometimes positive, some- 
times negative) provided by the consumer-credit machinery. I suspect that 
this approach exaggerates the effects of consumer credit, perhaps substantially. 
If £ stands for credit extensions, R for repayments, N for the net change 
in outstanding credit, and C for the change in consumer expenditures caused 
by consumer credit, we have 

N=E-—R 


and 
C = aE — 6R, 

where a is the per cent of credit-financed expenditures that would not have 
been made if credit had not been available and @ is the per cent of repayments 
that is made at the expense of other current expenditures. One might expect 
that a would be smaller in a boom, when high incomes may permit cash pay- 
ments in many cases if credit is not available, than in a slump when financial 
resources are more limited. On the other hand, @ may well be larger in a boom 
than in a slump. Under these conditions, when E rises relative to R, as nor- 
mally occurs during a boom, the fall in @ and rise in 6 would mean that C 


”" Part I, Vol. LI, Table 2, p. 53. 

” Part I, Vol. I, p. 37. 

“See Part I, Vol. I, pp. 72-84, and Moore, Atkinson, and Klein, of. cit. The latter paper 
develops some evidence of a deterioration of consumer credit since 1950, due apparently 
to the reduction of downpayment requirements and the extension of maturities (p. 143). 
How serious this might prove to be in the event of a decline in business activity is difficult 
to judge. 
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would rise less than NV. In a slump when £ falls relative to R, the rise in 2 
and fall in 8 would cause C to fall less than V. Although @ and @ may not 
behave in the way suggested (and it would be extremely difficult to find out 
whether they do or not), it is quite clear that the use of the net credit change 
as a measure of the impact of consumer credit (i.e., the assumption that 
a = § = 1—or 100 per cent—under all conditions) is not justified. Hence, one 
may doubt Humphrey’s contention** that the automatic destabilizing effects 
of consumer credit are often more serious than changes in inventory invest- 
ment and may be more than sufficient to counterbalance the automatic stabiliz- 
ing effects of changes in the personal income tax.** 

We may conclude that consumer instalment credit is a factor in produc- 
ing instability in the economy. However, it is by no means clear that the 
destabilizing effects of such credit are so powerful or of such great strategic 
importance that it should, on this ground alone, be specially singled out for 
control. 


II. The Responsiveness of Consumer Instalment Credit 
to General Credit Controls 


The question of the sensitivity of consumer spending financed by instalment 
credit to general credit controls is important, both in judging the possible need 
for selective controls and for understanding the .way in which general credit 
controls exert their effects on the economy. The study contains contributions 
bearing on this question by a Federal Reserve research team and by individual 
scholars.** 

The analysis of the effects of general credit controls on credit-financed con- 
sumer spending is concerned with the effects of these controls on the cost and 
availability of funds to the major consumer lenders, the changes these lenders 
are thus induced to make in their terms of lending, and the resulting reac- 
tions of consumer borrowers. The material presented in the study relates 
mainly to commercial banks and sales finance companies, which are the most 
inportant lenders, and we shall consider these two groups of institutions in 
turn.*” 


* Humphrey, op. cit., pp. 6, 37-42 
” A little experimentation with the data for net credit changes for the years 1953, 1954, 
and 1955, indicates that quite small systematic changes in a and fi of the sort indicated 
above can alter drastically the estimates of the impact of consumer credit on expenditures 

” The results of the Federal Reserve study are presented in Part I, Vol. I, Ch. 13. Further 
details of this study are provided in Part I, Vol. Hl, Suppl. I, pp. 43-140. See also 
E. Shapiro and D. Meiselman, “The Financing of Consumer Credit Institutions”; 
D. P. Jacobs, “Sources and Costs of Funds of Large Sales Finance Companies”; and 
J. S. Earley, “Comment” (on the Shapiro-Meiselman and Jacobs papers), Part II, Vol. I, 
pp. 298-323, 324-413, and 414-23, respectively. 

* At the end of 1956, of the $31.6 billion of outstanding consumer instalment credit, 37 
per cent was held by commercial banks, 29 per cent by sales finance companies, 20 per 
cent by other financial institutions, and 14 per cent by retail outlets. (Fed. Res. Bull., Apr 
1957, XLIII, 452.) Commercial banks are an important source of funds to other consumer: 
lenders, and it is estimated that they have been supplying, directly and indirectly, more 
than half of the credit made available to consumers. (Part I, Vol. II, p. 53.) The study 
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A. Commercial Banks. Banks extend consumer credit by making direct loans 
to consumers and by the purchase of paper from retail establishments, particu- 
larly automobile dealers. Consumer instalment credit is an exceptionally profit- 
able outlet for bank funds. Interest rates are much higher than on most of the 
other types of loans that banks make.** The costs associated with the exten- 
sion of consumer credit are undoubtedly also high, but even after allowance for 
these costs the returns are very attractive.** And the risks of loss do not appear 
very great, in view of the relatively favorable delinquency and loss experience 
with consumer loans, even during the depression years of the 1930's. 

Presumably monetary policy exerts its influence on the volume of consumer 
loans made by the banking system in a way generally similar to the way in 
which it affects the cost and availability of other forms of bank credit. When 
the supply of bank credit is restricted by Federal Reserve action, interest rates 
may be raised and standards of acceptability made more rigorous for con- 
sumer loans, as for other types. Such action may take the form of reducing the 
allotment of funds to the consumer credit department of the bank (most banks 
now have such departments) and the establishment of a ceiling on the amount 
of consumer loans to be admitted to the bank’s portfolio. In order to enforce 
such limitations, the consuiner credit department may raise interest rates 
charged, set more restrictive standard terms (down-payments and maturities), 
permit fewer deviations from standard terms, raise its standard with respect 
to income and other characteristics of borrowers, etc.*° 

There are, however, some reasons to doubt how strong these effects will be. 
If the banking system is in a highly liquid position at the beginning of a period 
of credit restraint, it may be able to escape the effects of credit restriction on 
its loan policy generally by selling shorter-term government securities. This 
seems to have happened in 1955-56. Between December 1954 and February 
1957, all commercial banks expanded their loans by $18.8 billion while re- 
ducing their government security holdings by $12.3 billion. Of course, once 
liquidity has been reduced substantially, the effects of a restrictive credit policy 
are likely to become stronger. To the extent that it does prove necessary or 
advisable for the banks to restrict their lending, the position of the consumer 
borrower for a number of reasons seems to be relatively secure. For one thing, 
consumer credit is a very profitable business for the banks. While, as bankers 
point out, short-run profitability is only one of the factors influencing the al- 
location of their supply of loan funds,*' it is probably an important factor. In 
addition, there is the matter of costs. Instalment lending is usually handled 
also devotes some attention to consumer-finance companies (small-loan companies). Since 
loans made by these companies make a less important and concentrated contribution to 
aggregate demand, we shal! not discuss them. 

* For information on interest charges on consumer instalment credit, see Part I, Vol. I, 
pp. 49-61, and Part IV, pp. 115-21. 

” A survey of commercial banks at the end of 1955 by the American Bankers Associa 
tion showed a ratio of net income (after gross instalment credit expenses) to outstandings 
of 5.29 per cent. Andersen, op. cit., p. 433. See also Part I, Vol. II, pp. 63-64. 

“See Part I, Vol. I, pp. 265-67; Part I, Vol. II, pp. 67-73. 

“ Part I, Vol. I, pp. 266-69. 
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by a separate department with its own staff, whose specialized training renders 
it of little value to other departments of the bank. To utilize the bank’s staff 
to the full requires the maintenance of a large volume of consumer-credit ac- 
tivity.** Moreover, banks are undoubtedly subjected to some pressure by auto- 
mobile, appliance, and other dealers who are dependent upon an ample flow of 
credit to maintain a profitable volume of sales. The competition that pre- 
vails among banks and sales finance companies may quite frequently make it 
a matter of vital importance to a bank to avoid alienating its dealer-customers. 
If the bank drives the dealer elsewhere for accommodation in a time of tight 
credit, it may be difficult to reattract his business at a later time when funds 
are more readily available.** 

When credit conditions tighten, there are several ways in which banks may 
adjust their consumer-lending operations. As they sell securities to obtain ad- 
ditional funds for lending, the cost of funds obtained in this way tends to in- 
crease. One possible reaction as far as consumer credit is concerned is the 
tightening up of lending terms and credit standards. But an alternative that 
may often be more feasible in light of the pressures of competition may be 
to go on making loans on easy terms and, if necessary, raise interest rates 
charged. Dealers in most cases are unlikely to object to such action, in light of 
the well known insensitivity of instalment buyers to changes in finance 
charges.** Of course, interest rates charged by banks on most types of customer 
loans, including consumer loans, are notoriously sticky and influenced by 
custom, and it may often happen, in view particularly of the exceedingly high 
profitability of consumer lending, that easy lending terms will be maintained 
without any appreciable rise in interest rates, even though the cost of funds 
rises substantially. 

B. Sales Finance Companies. There are about 2,600 sales finance companies 
in the United States, including a few large companies which operate on a 
national scale, a number of regional companies, and many small local concerns. 
It is estimated that about 75 per cent of the outstanding consumer loans of 
these companies as of June 30, 1955, were held by the 20 largest companies, 
having outstanding consumer loans of $25 million and over. About 60 per cent 
of the loans are held by the four largest companies.*° 


“ Part I, Vol. I, p. 67. 

* Ibid., pp. 66-68. Relations between lenders and dealers are discussed in many parts of 
the study. See Part I, Vol. I, pp. 44, 54-56, 66-67; Part I, Vol. IJ, pp. 109, 149-53, 164-65; 
Andersen, op. cit., pp. 424-40; W. P. Mors, “Comment” (on Andersen’s paper), Part II, 
Vol. I, pp. 440-49; Marcus Nadler, “For Standby Consumer Credit Control,” Part I, 
Vol. H, p. 17. 

“Part I, Vol. I, pp. 60-61. In fact, maturities may be lengthened a little if necessary to 
offset the effect of higher finance charges on monthly payments. Incidentally, dealers may 
actually favor increased finance charges if (a) they share the profits with the lending 
agency through a dealer reserve arrangement (as is usually the case), and (b) they feel 
that their customers are insensitive to finance charges. On these matters, including the 

arious prevalent financial arrangements between dealers and lenders, see Part I, Vol. I, 
pp. 54-56, 75-76; Part I, Vol. II, pp. 149-55, 164; and Andersen, op. cit., pp. 427-28, 432-37 

“See “Survey of Finance Companies, Mid-1955,” Fed. Res. Bull, Apr. 1957, XLII], 
392-408, esp. Suppl. Table I, p. 403; Jacobs, op. cit., p. 326 
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Sales finance companies (especially the larger ones) obtain most of their 
funds by borrowing. Short-term funds are obtained by way of loans from 
commercial banks, with which the companies maintain lines of credit, and by 
the use of commercial paper. The smaller companies do not rely as heavily 
on commercial paper as the larger companies do, and to the extent that they 
do use commercial paper it is sold through the regular dealer market. The 
largest companies obtain large amounts of funds— though the proportion 
varies considerably with conditions—through the direct placement of com- 
mercial paper, largely with nonfinancial corporations. In addition, a sub- 
stantial (but varying) share of funds is obtained by borrowing at long-term. 

How does a restrictive general monetary policy affect the cost and avail- 
ability of funds to finance expanded consumer-lending by sales finance com- 
panies? As the demand for consumer credit increases, finance companies 
apparently encounter some difficulty in raising additional funds through the 
issuance of open-market paper. In recent years, the large companies have 
perfected their techniques for direct placement of such paper. The issues of 
large companies are now essentially tap issues (i.e., continuously available on 
demand) in any desired maturity from 30 to 270 days, with yields that rise 
in steps as the maturity increases. These issues have proved to be an attractive 
repository for the surplus liquid funds of large nonfinancial corporations and 
as knowledge of their properties has spread, this market has increased in scope. 
However, in the short run, the demand for this paper seems to be quite in- 
elastic. It competes with other short-term low-risk money-market assets, in- 
cluding repurchase agreements with government security dealers, and, most 
important, Treasury bills. When credit conditions tighten, finance companies 
are able to maintain their share of these funds only by sharply increasing the 
interest rates they pay to a level competitive with the yields on the other 
short-term investments. Similarly, the smaller finance companies apparently 
find it rather difficult in times of tightening credit to get additional funds by 
the sale of commercial paper in the open market. 

When it becomes difficult to obtain additional funds through the issuance 
of open-market paper, finance companies are forced to turn more to banks 
for loans. The supply of funds from this source is also limited. It can be ex- 
panded either by opening new lines or by utilizing existing lines more in- 
tensively. The opening of new lines is likely to be rather costly and difficult, 
especially for the larger companies, due to the necessity of turning to a large 
number of small banks (lines at the larger banks being limited by the 10 
per cent limit on loans to one borrower). Fuller utilization of existing lines 
seems to encounter some resistance from the lending banks in times of tight 
credit; and, moreover, it means that their availability in the contingency of a 
sharp drop in the supply of funds from commercial paper must be foregone.” 
In addition, the cost of bank funds seems to rise quite sharply as credit 


“On the direct placement of commercial paper by large sales finance companies, see 
Jacobs, op. cit., esp. pp. 353-79 

“On bank lines of credit to sales-finance companies and their utilization, see Part I, 
Vol. I, pp. 269-72; Part I, Vol. II, pp. 73-99; Jacobs, of. cit., pp. 341-52. 
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tightens, due to the rise in interest rates charged, as well as to increases in 
compensating balance requirements.“ 

When credit tightens, the limited availability and rising cost of short-term 
funds, both from commercial paper and from bank loans, pushes sales finance 
companies increasingly into the long-term market.*’ Another factor working 
in this direction during a substantial expansion is the desire to maintain a 
balanced capital structure. In order to borrow large additional sums at rela- 
tively favorable interest rates by expanding their regular issues of short- and 
long-term debt, the companies must finance part of their expansion on an 
equity basis or by the issuance of subordinate debt, for the protection of their 
regular lenders. The method most commonly employed to meet this requirement 
is the issuance of subordinate debentures. These issues carry relatively high in- 
terest rates but need constitute only a relatively small fraction of the financing 
since they provide the basis for a multiple expansion of other forms of debt.°° 
Tight credit conditions tend also to force an expansion in the amount of un- 
subordinated long-term debt. The need to turn to the long-term market ap- 
pears to put the smaller finance companies at a disadvantage, since they have 
access to only a limited supply of long-term funds.** The large companies have 
little difficulty in obtaining funds, either by sales of debt instruments through 
regular channels, or, more frequently, by direct placement with large institu- 
tional investors. However, the interest cost of these funds tends to rise in such 
periods. More important to finance companies than the rise in interest rates, 
however, is the more restrictive terms on which they may be forced to borrow. 
In borrowing at long term, finance companies are especially interested in ob- 
taining options which permit early repayment on lenient terms in case the 
volume of consumer credit should experience a decline, or in case interest rates 
should fall, thus permitting them to obtain funds from other sources at reduced 
cost.°? 

Thus, there are several routes by which a restrictive monetary policy can 
raise the cost of additional funds to finance companies and put some obstacles 
in the way of rapid expansion. However, aside from the higher cost, it does 
not appear likely that the larger companies will experience any great difficulty 
in obtaining the funds they want. The limited access to the capital market 
of the smaller companies puts them at a disadvantage, and their expansion 
may be significantly curtailed. This may, however, merely result in a shift 
of borrowers to the larger finance companies and the banks, which already 
do the bulk of consumer instalment financing. 

The important question, of course, is how the forces working at the “whole- 


“ Part I, Vol. Il, pp. 73-88; Jacobs, of. cit., pp. 345-48. 
“Part I, Vol. II, pp. 112-20; Jacobs, op. cit., pp. 403-04; Shapiro and Meiselman, op 
cit., pp. 304-05. 

” Jacobs, op. cit., pp. 379-82 

" Part I, Vol. II, p. 111 

“On long-term borrowing of large sales finance companies and the importance of pre 
payment options, see Jacobs, op. cit., pp. 379-93; also Shapiro and Meiselman, op. cit., 
p 305 
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sale” level, discussed above, affect the policies of sales finance companies in 
their dealings with consumer borrowers and in the purchase of paper from 
dealers, and, in turn, how the borrowing of consumers and their expenditures 
are affected by these policies. Sales finance companies are, in general, quite 
profitable enterprises,°* and their profits are based on volume operations. A 
considerable part of their costs are fixed costs which do not vary with the scale 
of operations in the short run. As a result, there is constant pressure to in- 
crease volume and spread these costs. Moreover, costs of credit investigation, 
etc., do not increase proportionately with the size of the loan; this creates 
pressure in the direction of making large loans on easy terms.** Another factor 
influencing finance company policies, as in the case of commercial banks, is 
relations with dealers (and in some cases manufacturers). Dealer pressure, as 
well as the desire to maintain a high volume of lending operations, may very 
well create a presumption in favor of raising interest rates rather than tighten- 
ing credit terms and lending standards in response to a rising cost of funds. 

C. Conclusions. There is little clear evidence that consumer credit has been 
greatly affected by the credit restraint of the past two years. Credit terms 
(down-payments and maturities) have been very markedly relaxed at the 
same time that credit has become generally tighter and more costly. While 
this relaxation of terms is part of a trend extending back for many years, 
it is notable that the latest spectacular manifestation of this trend coincides 
with a period of credit restraint. It is true that by early 1956 there were some 
signs of misgivings about excessively easy terms and a tendency to slow down 
the movement toward further relaxation and even to move very slightly in the 
direction of restraint. In explaining such actions, however, lenders in many 
instances referred to the increased risk and the fear of losses rather than to the 
tight credit situation.*® The consumer credit statistics do not show any clear 
signs of restraint: extensions of consumer instalment credit in 1955 amounted 
to $39.1 billion, exceeding the previous record by over $7.6 billion, while in 
1956 extensions were even larger, amounting to $39.6 billion. Outstanding in- 
stalment credit increased by $5.5 billion in 1955 and by a further $2.5 billion 
in 1956.°* 

It is difficult to evaluate the potency of the effects of general credit controls 
on consumer instalment credit and expenditures financed therewith. There is 
considerable room for honest difference of opinion. The authors of the Federal 
Reserve staff study are quite cautious in their conclusions. While pointing to 
responses at both the wholesale and retail levels, they conclude by questioning 
“whether the response of the consumer credit area as a whole to changes in 
credit conditions, and in particular to general monetary restraint, is sufficient 
either in degree or in timing to facilitate a national economic policy directed 
toward sustained high and rising levels of activity without inflation.’’ Jacobs, 
on the other hand, seems quite firmly convinced that monetary policy can 
be highly effective in restraining consumer instalment lending by sales finance 

*Part I, Vol. II, pp. 29-32 

* Part I, Vol. I, pp. 67-70 

” Part I, Vol. I, pp. 281-82; Part I, Vol. II, p. 72 

“Fed. Res. Bull., Apr. 1957, XLIII, 452-55. 

* Part I, Vol. I, p. 285 
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companies. He places great emphasis on the tightening of the prepayment op- 
tions available to finance companies when credit restraint forces them to turn 
to the long-term market and expresses the view that if the Federal Reserve is 
prepared to engage in open-market sales in the long-term market, it can 
strongly affect prepayment terms. 

This reviewer, however, is inclined to agree with Earley’s comments. As 
he says, the sales finance companies “have shown a remarkable ability to ad- 
just to both the shifts in needs for their services and in the conditions imping- 
ing on their supply of funds. They have been able to finance an enormous 
growth in activity in recent years without any serious evidence of financing 
strain; and they have been able to roll with changing money and capital mar- 
ket conditions by shifting sharply and rapidly from one source of credit to 
another.”** As to Jacobs’ argument with respect to prepayment options, it 
would seem that nothing would prevent the companies from paying a high 
enough rate of interest to obtain the options they desire. And the low elasticity 
of demand for consumer credit should make it possible for them to pass along 
the increased cost to consumers without affecting demand very much. 

Shapiro and Meiselman contribute some suggestions with respect to the 
role of consumer credit as part of the mechanism by which general credit con- 
trols exert their effects on the economy generally. In particular, they argue 
that the shift of sales finance companies from short- to long-term borrow- 
ing induced by credit tightening serves an important function in transmitting 
the effects of Federal Reserve policy to the long-term market. They even con 
tend that if selective controls should succeed in exerting a stabilizing effect 
on the consumer sector, they might do so at the expense of eliminating an 
important force which tends to affect long-term interest rates in such a way 
as to stabilize investment in producers’ durable goods.°* This argument is diffi- 
cult to accept. Surely if the Federal Reserve thinks that long-term interest 
rates should vary in the interest of stability, all it has to do is to give up its 
self-denying “bills-only” doctrine and engage in open-market operations in 
long-term securities. It does not have to rely on an indirect and uncertain effect 
by means of which business investment is stabilized as a result of instability 
in consumer spending. Moreover, if every dollar of additional consumer spend- 
ing financed with funds borrowed in the long-term market induced a full dollar 
reduction in business investment, the net change in total spending would be 
precisely zero. Such a matching of increases and decreases is fantastically im 
probable; thus it seems that the presence of consumer credit institutions which 
switch in this way may contribute significantly to instability. 


III. The Question of Selective Controls 


A considerable part of the study is given to an appraisal of the arguments 
for and against selective controls over consumer credit.°° While most of the 
arguments are familiar, some issues are raised that merit discussion. 


* Earley, op. cit., p. 420. 

* Shapiro and Meiselman, op. cit., pp. 304-06 

” The pros and cons of selective controls are summarized in Part I, Vol. I, Ch. 16, while 
Part I, Vol. II, presents the views of a number of economists. American experience with 
selective controls is discussed in Part I, Vol. I, Ch. 14, while consumer-credit regulation 
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A. The Issue of Discrimination. Many persons object to selective controls 
in general on the ground that they discriminate against certain individuals 
and groups and that they involve the monetary authority in the allocation of 
credit when its legitimate function is merely to control the total available 
supply." Those who take this position usually stress the “impersonal” and 
‘“‘nondiscriminatory” character of general credit controls.* 

Clearly the impact of any kind of credit control, whether general or selec- 
tive, is concentrated mainly on those individuals and groups who use credit 
to finance their expenditures. Thus, businesses financing capital expenditures 
out of internal funds and consumers who buy goods for cash are likely to be 
little affected by changes in credit conditions.** Moreover, the effects of general 
controls on credit-financed spending are uneven, since not all.such spending 
is equally sensitive to changes in interest rates and credit availability. If the 
economy (including credit markets) were universally highly competitive, it 
could be argued that the differential sensitivities of different sectors reflected 
the pattern of consumers’ tastes and the variations in the productivity of real 
resources and did not result in discrimination in the economic sense. How- 
ever, this hardly seems to be the case. As was suggested earlier, consumer 
spending financed by instalment credit is rather insensitive to changes in gen- 
eral credit conditions. This insensitivity seems to be due in large part to 
factors which are not especially associated with the efficient working of the 
price system.** For one thing, there is evidence that in many (perhaps most) 
cases consumer borrowers are quite ignorant of the cost of financing and are 


therefore incapable of taking such costs into consideration in making decisions 
concerning the use of consumer credit.*° Moreover, it appears that consumers 
are to some degree shielded from the impact of changing cost and availability 
of credit by the institutional structure—banks and finance companies— 
through which credit is made available to them. In fact, there seems to be 
some basis for the argument that general credit controls discriminate in favor 
of consumer credit.** 


abroad is treated in Part I, Vol. Il, Suppl. V. Different statutory approaches to regulation 
are discussed in Part I, Vol. II, Suppl. VI. Part III presents a sampling of the views of the 
consumer-credit industry on the subject of selective controls 

“See Milton Friedman, “Consumer Credit Control as an Instrument of Stabilization 
Policy,” Part I, Vol. II, pp. 73-103, esp. pp. 87-95; E. C. Simmons, “Consumer Credit 
Controls and Central Banking,” ibid., pp. 112-38 

“The paper by Simmons (ibid.) contains an unusually dogmatic affirmation of this view. 

“Interest as an opportunity cost might affect internally financed business investment, 
and personal saving might be affected to some degree by the rate of interest. But it is 
doubtful whether either of these effects is very important. 

“As Smithies says, “The curious market described in Mr. Andersen’s paper (op. cit.) 
can hardly be relied on as an instrument of perfect justice.” Arthur Smithies, “Comment” 
(on paper by R. P. Shay), Part II, Vol. I, p. 69. See also R. C. Turner, “Comment” (on 
paper by Friedman, op. cit.), ibid., pp. 103-11. 

” Part I, Vol. I, p. 60. 

“See Nadler, of. cit., pp. 3-29, esp. pp. 20-23; R. P. Shay, “Consumer Credit Control 
as an Instrument of Monetary Policy for Economic Stability,” Part II, Vol. II, pp. 37-68; 
Smithies, op. cit., p. 69. 
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If this is the case, the use of selective controls, properly coordinated with 
general credit controls, might make monetary policy more effective by broaden- 
ing the area of its impact while at the same time making its incidence more 
equitable. As I see it, at the present time general monetary policy has dis- 
proportionate effects on a few credit-sensitive sectors—smaller businesses 
which must rely heavily on borrowed funds for expansion, residential con- 
struction, some types of state and local government spending—while leaving 
many important sectors (including consumer credit-financed spending) rela- 
tively unaffected. This means that when credit is restricted in a period of 
inflation, the few credit-sensitive sectors must be quite harshly affected if the 
total impact is to be significantly large. Not only may this be inequitable, but 
it means in practice that credit controls must be applied so cautiously, in 
order to avoid excessive disruption (for both economic and political reasons), 
that they are frequently very slow to exert the desired over-all effects. If, 
by the judicious use of selective controls in areas where they are feasible, the 
impact of monetary policy could be broadened, it might be made both more 
effective and more equftable. 

B. The Management of Selective Controls. It is possible to conceive of a 
number of objectives toward which selective controls might be directed. 
However, the only objective likely to command much support under peace- 
time conditions is the promotion of general economic stability-—full utilization 
of resources and stability of the general price level. Most economists would 
probably agree that it would be undesirable to use consumer credit controls 
to stabilize production or prices in particular sectors of the economy.” In- 
evitably, of course, the monetary authority, in adjusting credit terms, would 
be influenced by conditions existing in the particular industries most affected 
by the controls. For example, if (as was the case in 1956) the automobile in- 
dustry was depressed at a time when the economy as a whole was experiencing 
inflation, it would probably be deemed unwise to tighten credit terms applic- 
able to that industry. However, similar problems may arise with respect to 
general credit controls. Lf, during a period of inflation, certain of the sectors 
most responsive to general credit controls were relatively depressed, a general 
tightening of credit would appear to be an inappropriate measure. The so-called 
general controls are not so general after all, and cannot be so sharply distin- 
guished from selective controls as is sometimes implied. Each control tech- 
nique—general monetary policy, selective credit controls, various fiscal 
measures—has its peculiar incidence, which makes it appropriate under some 
circumstances but unsuitable under other conditions. 

There may be occasions when, quite clearly, developments which are con- 


“Some possible objectives are listed in L. V. Chandler, “Comment” (on the paper by 
Nadler, op. cit.), Part II, Vol. I], pp. 30-31. 

“ Smithies suggests (op. cit., p. 71) that consumer credit controls may be a useful means 
of maintaining the proper balance between consumption and investment needed for steady 
growth. I doubt if our knowledge of the relevant relationships is great enough to provide 
guidance for the effective administration of controls designed for this purpose. In fact, 
there are probably many “proper” relationships between consumption and investment, 
depending on the attendant circumstances. 
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fined largely to one sector or industry threaten to destabilize the economy. 
If the sector responsible is quite insensitive to general credit controls, it might 
require such a drastic tightening of general credit to deal with the situation 
as to have a disastrous effect on other more sensitive sectors. Under these 
conditions, what is needed is a sharp-pointed tool that will reach the sector 
that is causing the trouble without disruptive effects upon other parts of 
the economy. The classic example of such a situation is the stock market 
boom of the late 1920’s. The granting to the Federal Reserve of power to 
regulate margin requirements can be traced to this situation. 

The notion that certain types of monetary controls are really general, non- 
discriminatory, and do not involve any interference with the allocation of 
resources, while others are selective and discriminatory seems to me to be a 
tremendous oversimplification. The central bank must be—and every cen- 
tral bank is, in fact—-cognizant of and sensitive to the impact of its measures 
not only on the economy as a whole but on particular sectors and industries. 
I do not believe there are any simple “rules’”—relating to the quantity of 
money or other variables—that can provide adequate guides to monetary 
policy. It seems to me that there are no more dangers involved in entrusting 
selective controls over consumer credit to the Federal Reserve than are in- 
volved in its present credit control powers, and that the availability of such 
controls would provide greater flexibility in adapting monetary policy to the 
exigencies of the variety of situations that might arise. If such powers are 
granted, however, the mandate should specify that they are to be used to 
promote general economic stability. 

C. Administration and Enforcement. Consumer credit controls of the Regu- 
lation-W type involve some very serious problems of administration and en- 
forcement.** These problems are of quite a different character from those en- 
countered by the Federal Reserve in connection with its administration of 
the traditional tools of general credit control. Effective control requires that the 
regulations be made applicable to lenders other than commercial banks, which 
takes the Federal Reserve outside the normal range of its activities. There are 
many ways of evading the controls, and evasion would doubtless be a much 
more serious problem under normal peacetime conditions than it has been 
in periods of war or national emergency to which controls have been largely 
confined in the past. Some contributors to the study, notably Chandler, base 
a rather strong opposition to selective controls in large part upon what they 
regard as intractable problems of administration.’ It should be remembered, 
however, that there are other possible ways of employing selective controls. 
Earley, for example, suggests that the controls be applied at the wholesale 
rather than the retail level.’' He suggests the establishment of variable col- 
lateral requirements on new short-term loans by banks to nonbank instalment 
financing institutions and possibly the application of similar controls to direct 


” See Part I, Vol. I, Ch. 14, for a discussion of administrative problems that arose during 
the war and postwar periods when selective controls were in effect. A strong statement of 
the administrative difficulties is to be found in Chandler, op. cit., pp. 32-36. 

Loc. cit 


"J. S. Earley, “Further Comment,” Part II, Vol. II, pp. 151-56. 
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consumer instalment loans by banks. Sales finance companies, when they 
borrow from banks would be required to post with the regulatory authority 
(presumably the Federal Reserve System) collateral in the form of consumer 
instalment paper. By raising these requirements above 100 per cent, credit 
could be restricted in this area. In addition to controlling the quantity, qualita- 
tive controls could be applied by making consumer paper involving less than 
a specified down payment and greater than a specified maturity ineligible 
for use as collateral. This scheme is suggestive and indicates that it may be 
possible to find substitutes for controls of the Regulation-W type if these 
should prove to be difficult to administer and enforce. Until many such contrel 
schemes have been investigated, the problems of administration do not con- 
stitute a conclusive argument against selective controls. As Ruth Mack puts 
it, “In view of the variety of agencies that might be entrusted with the job of 
regulation, and the variety of means they could employ, it seems reasonable 
to assume that where there is a will there is a way.’’”” 


IV. Concluding Comments 


The study serves a useful function in pulling together an extensive factual 
picture of the role of consumer instalment credit in the American economy, 
but it does not supply any startlingly new analysis. Most of the arguments, 
pro and con, regarding selective controls were familiar to all students of 
monetary policy. There is the same room for legitimate difference of opinion 
that there was before the study was prepared. 

The length of the study gives the casual reader a somewhat exaggcrated 
impression of the complexity of the subject. There is a great deal of duplica- 
tion, arising in part from the way in which the work was organized and pre- 
pared. Much of the material, while interesting and useful, has little relevance 
to the question of selective controls toward which the study is supposedly 
oriented. Actually there is considerable agreement concerning some of the 
basic issues. For example, most of the particinants seem to feel that con- 
sumer credit makes at least a modest contribution to economic instability and 
that it is rather insensitive to the general instruments of monetary policy. 

Some of the material in the study has not been referred to in this review, 
except incidentally. The opinions of the consumer credit industry (Part III of 
the study) are of some interest. As might have been expected, the vast majority 
of the industry is opposed to selective controls. Some of the observations made, 
however, even by those opposing regulation, seem to support the view that 
consumer credit is insensitive to general credit controls."* The survey of new 
car purchasers for 1954-55 (Part IV) contains much interesting material con- 
cerning terms of financing, the use of credit, and the attitudes of buyers. Some 
valuable contributions are made to our knowledge of the factors (such as in- 
come status, liquid-asset holdings, home ownership, age and family status, etc.) 


™R. P. Mack, ibid., p. 151 

"For example, see the statements by the Bank of America National Trust and Savings 
Association (p. 37), The Bank of California (p. 53), the Bowery Savings Bank (p. 54), 
The Easton National Bank (p. 55), the First Pennsylvania Banking and Trust Company 
(p. 56), Bankers Commercial Corporation (pp. 91-95) 
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associated with the use of consumer credit." This information is potentially 
useful as an aid in estimating the incidence of various policies, such as selec- 
tive credit controls. A paper by J. S. Atlee contains some interesting sugges- 
tions concerning the kinds of data that are needed for a satisfactory analysis 
of the effects of consumer credit.” 

Broad as the scope of the study is, it seems to me that it is not sufficiently 
comprehensive to provide a conclusive answer with respect to the wisdom of 
selective controls. There is need for intensive study of the effects of our pres- 
ent system of general credit controls on various sectors of the economy, such 
as investment by business (large and small) in fixed capital and inventories, 
residential construction, state and local government spending, and so on, 
before we have an adequate basis for appraising its incidence and effectiveness. 
If our present monetary controls exercise potent and fairly well diffused effects 
on most sectors, it may not be too serious a deficiency if one sector such as 
consumer credit is not much affected. If, on the other hand (as I suspect), 
many important sectors are relatively insensitive to these controls, it becomes 
important to find ways to strengthen monetary policy and broaden its impact, 
and selective controls in some of the strategic sectors, such as consumer credit, 
become eligible for serious consideration. 


“Part I, Vol. If, Suppl. III; J. B. Lansing, E. S. Maynes, and M. Kreinin, “Factors 
Associated with the Use of Consumer Credit,” Part II, Vol. I, pp. 487-520; Tobin, op. cit.; 
Katona, op. cit 


"J. S. Atlee, “Consumer Credit Expansion: Macroeconomic Analysis and Data Require- 


ments,” Pt. II, Vol. I, pp. 254-93. 
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PROFESSOR COLE’S HISTORY OF SOCIALIST THOUGHT 
A Review Article 


By M. Sweezy* 


This is undoubtedly G. D. H. Cole’s m&gnum opus,’ conceived on a grand 
scale, executed with great skill and learning, and destined to take a permanent 
place among the classics of socialist literature. There is nothing even remotely 
comparable to it in English: it fills a yawning gap in the writing of modern 
history, of which economists, political scientists, and sociologists, no less than 
historians themselves, have long been painfully aware. 

I hasten to add that the volumes before us (numbered I through IIT but 
comprising four physical volumes, the last being divided into two “parts” 
each between its own covers) by no means bring Professor Cole to the end 
of his task. He promises us a further “volume” on the period after 1914, and, 
if he carries on at the level of detai] and comprehensiveness established so 
far, this final volume is quite likely to consist of two or three or even more 
separate parts. It is altogether desirable that it should be so. One of Cole’s 
greatest strengths as an historian of socialism is that he himself has long been 
a part of the movement and has a fine “feel” for its aims and problems and 
controversies. This quality should manifest itself to best advantage in relation 
to the last five decades, for it is during this period that Cole has played a 
continuously active role in the British and international socialist movements. 
There is no one living today who is better qualified to understand and in- 
terpret for others this latest phase in the development of world socialism. 

This is not to argue that Cole, any more than anyone else, is ideally quali- 
fied for the difficult assignment he has set himself. As he tells us in the prefaces 
to Volumes I and II, he is not a linguist and has had to rely very largely on 
English and French sources. For the period covered by the first volume, this 
is a minor handicap, since most of the important early socialist writing is in 
these two languages. But it becomes more serious as the socialist movement 
spreads; and by the time the 20th century is reached one becomes increasingly 
aware that a growing part of Cole’s narrative is based on second-hand sources. 
This is, however, far from being a fatal defect, for Cole has not only made 
judicious use of the second-hand sources but has also supplemented them from 
his own observations and drawn extensively on the first-hand knowledge of 
many friends and acquaintances throughout the international socialist move- 
ment. A perhaps more serious deficiency, in an historian of thought, is Cole’s 


* The author is co-editor of Monthly Review. 

*A History of Socialist Thought. By G. D H. Core. Vol. I: The Forerunners, 1789 
1850; Vol. IL: Marxism and Anarchism, 1850-1890; Vol. U1: The Second International, 
1889-1914. (New York: St. Martin’s Press. Vol. I, 1953. Pp. xi, 346. $5.00. Vol. II, 1954. 
Pp. xi, 482. $6.00. Vol. III in 2 Parts, 1956. Pp. xvii, 1043. $16.00.) 
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characteristically English impatience with abstract ideas and complex chains 
of theoretical reasoning. This quality shows most clearly in his treatment of 
Marx. It is not that Cole, like so many critics of Marx, displays a special 
animus against his subject. On the contrary, he obviously has a great admira- 
tion and liking for Marx, but I am afraid he has not succeeded nearly as well 
as he has in the case of numerous other socialist thinkers in understanding 
what Marx was trying to do and presenting to readers the essence of Marx’s 
message. I shall return to this subject below. 

These weaknesses—-and there are others which will be commented on in 
due course-——should not, however, be allowed to obscure the magnitude of Cole’s 
achievement. He chose an exceedingly broad canvas on which to paint, and 
he was perfectly aware, as he says in the preface to Volume III, that he could 
not “hope to have avoided making many mistakes, or faulty judgments”-—but 
he immediately adds, “though I hope I have got most of the essentials broadly 
right.” The point is that this is precisely what he has done, “got most of the 
essentials broadly right.” And this is an achievement beside which the most 
dazzling displays of scholarly virtuosity pale into insignificance. After you 
have read these volumes, you know what socialism is and what it isn’t; you 
understand its inner turbulence and its outer struggles; you know who the 
great socialists have been and how they have been related to each other; above 
all, you grasp the inexhaustible vitality of the movement and understand why, 
despite innumerable failures and setbacks, the entire history of socialism has 
been a record of continuous rebirth and inexorable advance. 

This may be taken to imply that Cole’s work is more than a history of 
socialist thought, and indeed it is. True, his original intention, as explained in 
the preface to Volume I, was to limit himself narrowly to the field of intel- 
lectual history: 


I wish to make it clear that this book is not meant to be a history of 
Socialism, but only of Socialist thought, with such references to actual 
movements as are necessary to explain the thought. Indeed, the writing 
of a comprehensive history of Socialism would be an impossible task for 
any single author, and would have to be on a much bigger scale than any- 
thing I have in mind to write—or should have, even if I possessed the 


requisite knowledge. 


Fortunately, Cole did not permit himself to be hobbled either by this initial 
statement of purpose or by the recognition of his own limitations. The first 
volume, to be sure, is intellectual history of a largely conventional sort, but 
thereafter the narrative becomes increasingly broad and complex and conforms 
less and less to any definable pattern. There is a good deal of political history 
in Volume II (for example, the admirable chapter on the Paris Commune and 
the treatment of the Kulturkampf{ and the antisocialist laws in Germany), 
and in Volume III the development of trade unions and cooperatives, often 
non- or even antisocialist in their orientation, claims an increasing share of 
the author's attention. Moreover, of the literally scores of personalities passed 
in review in the later volumes, Cole is obliged to say of an increasing proportion 
that they contributed nothing or next to nothing to socialist thought. The 
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country-by-country survey contained in Part II of Volume III could much 
more accurately be entitled a history of national working-class movements 
than a history of socialist thought. 

There is, of course, a reason, quite apart form the author’s personal predi- 
lections, why a book which set out to be a history of socialist thought should 
progressively escape from the confines of its title. Up to about the middle of 
the 19th century, socialism existed largely in the minds of a relatively few 
original and often brilliant thinkers—a situation made-to-order for the intel- 
lectual historian. But after that, socialism increasingly takes on institutional 
forms, and its leaders are more likely to be organizers or politicians than 
thinkers. One can go further and assert that after 1850 the scope for creative 
socialist thought was in a real sense narrower than it had been. It is hardly 
an exaggeration to say that all possible thoughts about the shape of the 
socialist society of the future had already been had by 1850: thereafter they 
simply reappear in new combinations and permutations. Original socialist 
thought becomes increasingly concerned with analyzing the existing social 
order and devising appropriate means of transforming it: in other words 
socialist thought more and more merges into social science—a much broader 
and less tractable field for the intellectual historian to plow than the system- 
building of St. Simon, Fourier, Owen, and the rest of the early socialists. 
Finally, as socialism takes on organizational forms and spreads to new coun- 
tries and continents, it plays an increasingly important role in shaping the 
whole course of human history and becomes correspondingly more difficult to 
isolate for purposes of description and analysis. 

I am not suggesting that what Cole has written is not a history of socialist 
thought, but that it is a good deal more than that, and necessarily so. That 
it falls short of being the comprehensive history of socialism which he disclaims 
either the intent or the knowledge to write is an entirely different matter. The 
whole work might perhaps most aptly be described as an extended essay in 
the history of socialism: as such it is both a highly personal product of its 
author and a precious source of knowledge and insight to its readers. 

It is not surprising that Cole should be at his best in dealing with the 
development of British socialism. Author of several standard works on the 
history of the British working-class movement, he possesses an encyclopedic 
command of the facts, a great sympathy for his own political and intellectual 
forebears, and an incredibly sure touch in placing them in the total picture 
of which they form component parts. Godwin and Paine, Robert Owen, the 
Ricardian socialists, the Chartists, Marx’s collaborators in the First Inter- 
national, H. M. Hyndman and the Social Democratic Federation, William 
Morris and the Socialist League, Shaw and the Webbs and the rest of the 
Fabian essayists, John Burns and the New Unionism, Keir Hardie and the 
Independent Labour Party, Ramsay MacDonald and Arthur Henderson and 
Philip Snowden of the early years of the Labour Party—all these and many 
more are passed in review, brought to life, and put into the right relation to 
each other and to the movement as a whole. In every case, Cole does a good 
job and in some a superb job. I think I can claim to have studied the history 
of British socialism with more than average diligence and interest, and yet I 
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found fresh material on nearly every page of Cole’s treatment. To mention 
but a few samples: The analysis of the re-emergence of British socialism in 
the 1880’s and 1890’s, and especially the role played by Chamberlain and the 
Irish question, is first-rate. William Morris apppears not as the backward- 
looking medievalist he is so often painted but as one whose insights into the 
dilemmas of the coming socialist society were both brilliant and profound. I 
had a feeling after reading Cole on Morris not only that I wanted to reread 
Morris but that I would find in him clues to some of those difficult and dis- 
turbing problems which the emerging socialist societies of the 20th century 
have yet to face up to, let alone solve. Ramsay MacDonald, though described 
without rancor or malice, emerges as a truly sinister figure, not because of ill 
will or bad intentions but because of stupidity and vanity. And Arthur Hender- 
son, the real architect of the present-day Labour Party, is seen as the very 
embodiment of the strengths and weaknesses of the entire British working-class 
movement. To be sure, I found myself in disagreement with Cole from time 
to time in his treatment of particular doctrines or thinkers. For example, I 
think he exaggerates the extent of the direct influence exercised on Marx by 
some of the Ricardian socialists. In rationalizing the Fabians’ economic theories, 
he overlooks or minimizes the very confusions and contradictions which are 
most characteristic of their thought, particularly in connection with the theories 
of rent and profit. His discussion of the crucially important doctrine of gradu- 
alism as it appears especially in the Fabian Essays fails to bring out, or at 
least sufficiently to emphasize, that there are in reality two distinct ideas of 
gradualism which have very different political implications—one, resembling 
the “creeping socialism” doctrine so dear to present-day American conserva- 
tives, holds that socialism is coming into being quite regardless of the will or 
actions of political parties and leaders; the other also holds that the advent 
of socialism will be gradual, but that it will come at all only as the result of 
the conscious acts and policies of an organized socialist party. But all these 
disagreements are on relatively minor issues and in no way detract from my 
admiration for Cole’s masterly treatment of the rich heritage of the movement 
whose most distinguished representative he now is. 

Cole’s skill and insight as an historian of anarchism, which at least to the 
end of the 19th century was inextricably intertwined with socialism, are per- 
haps more surprising. He both sees and sympathizes with the point of view of 
all save the extreme nihilists, and yet he understands the hopeless impracti- 
cality of their schemes. As a result he gives them full credit for their insights— 
in the case of Bakunin, perhaps a little more than full credit—and he rightly 
assigns to them an important, if indirect, role in shaping socialist doctrines. 
(In this connection, Cole missed an important point in not stressing the close 
relation between anarchist theory and the Marxian doctrine of the withering 


* There is one respect in which it seems to me that Cole signally fails to give the Fabians 


. i their due. He mentions Bernstein's association with the Fabians during his years in Eng- 
e. land, and once speaks of “Webb and his disciple Bernstein.” But it seems to me that the 
ie: link deserves considerably more attention in a history of socialist thought. Not only does 
x it establish a close relation between British and continental reformism, but more impor- 


ia tant it shows that Fabianism was the direct inspirer, through Bernstein, of theoretical 
(though not practical) German Revisionism. 
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away of the state: in a very real sense, this doctrine was the Marxian answer 
to the anarchists.) Cole has too much commonsense to be an anarchist, but 
he shares many of their values and this helps him to deal effectively with their 
work. After reading these pages one understands better why Cole himself made 
his first public appearance as an advocate of guild socialism, that special 
British brand of anarcho-syndicalism which flourished for a few years prior 
to the first world war. 

In his treatment of Marx and Engels Cole is, I think, much less successful. 
References to, comments on, and partial analyses of Marxian doctrine occur 
pretty much throughout the whole work, but sustained interpretative effort is 
largely concentrated in three chapters totaling some 80 pages (Ch. 22 and 23, 
Vol. I, and Ch. 11, Vol. II). The first of these, dealing with the Communist 
Manifesto, has little to say that hasn’t been said many times before and calls 
for no particular comment here. I could only wish that Engels’ share in author- 
ing the famous document had been given more adequate recognition: Cole 
doesn’t even mention Engels’ draft in question-and-answer form,’ a remarkable 
work in its own right which shows how completely the content, if not the form, 
of the Manifesto was a joint product. 

It is when we reach the chapter on ‘Marx and Engels—-Marxism to 1850” 
that my serious reservations begin. The level of the analytical (as distinct 
from the purely descriptive) parts of this chapter struck me as being about 
that of many student discussions of Marxism I remember from 20 to 25 years 
ago at a time when the whole subject was almost entirely new to Anglo- 
American universities. Cole propounds page after page of propositions and 
questions in the manner of a don at a tutorial session, and most of them 
seemed to me either pointless or based on a quite superficial reading of Marx 
and Engels. For example, Cole asserts that “Marx seems to be assuming that 
the ‘powers of production’ progress independently of men’s wills,” and then 
asks, “But do they?” Of course they don’t, but Marx never dreamed of assum- 
ing any such thing. A discussion that begins this way is bound to lead nowhere. 
Or again: 

“Men make their own history,” Marx asserts, in addition to asserting 

that the productive relations into which men enter, and which shape their 

history, are entered into independently of their wills. Can both statements 

be true? Only if men are conceived as making their own history under a 

law of necessity imposed upon them, which governs the progress of their 

knowledge and of its application to the practical arts of life. Only if there 

is a necessity which is the universal mother of invention—so that what- 

ever men originate is to be regarded as the necessary response to the con- 

ditions which pose the problem. Marx, I think, believed that therg was 
such a necessity. ... 


This is a complete mystification of perfectly clear ideas which stand at the 
very heart of Marx’s theory of society and history. What is “imposed” upon 
men, according to Marx, is not some extraneous “law of necessity” but their 
own past in the shape of a socio-economic order with certain class relations, 

* Available in English under the title Principles of Communism, translated by Paul M. 
Sweezy (New York, 1952). 
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institutions, ideologies, and so on. Every generation is born into a world it 
never made, and what it accomplishes is strictly limited by the real alternatives 
open to it. It follows that the more man understands, the more history he 
can make. But there is no law of necessity involved, only the brute (but still 
relative) interactability of the physical and human environment. 

When Cole comes to deal with Capital in Volume II, the result is, if anything, 
even less helpful. Though he recognizes that Marx was trying to do something 
different from his neoclassical contemporaries, Cole seems never quite able 
to make up his mind what that something was, nor to apply to Marx standards 
of judgment which are at bottom other than those which orthodox academic 
economists have been applying at least since Bohm-Bawerk. The result is 
that Cole can see in the first nine chapters of Capital, in which Marx develops 
his theory of value and surplus value, nothing but a gigantic exercise in meta- 
physics, designed to prove something that was obvious from the outset. 
To quote: 


The whole Marxian theory of value, stripped of its Ricardian trappings 
and of the complications into which Marx was led by his attempt to re- 
fine upon the conclusions of his anti-capitalist predecessors, amounts to 
the very simple assertion that under capitalism the owning classes appro- 
priate a part of the product of industry and agriculture without working 
for it, and that this involves the exploitation of the subject labour class. 
And again: 

Was it . . . Professor Tawney who said that he did not need the theory of 
surplus value to tell him that the capitalists exploited the workers? Yet 
that, in effect, was what the theory did proclaim—that, and nothing be- 
sides. 

In keeping with this view, Cole interprets Marx’s discussion of the relation 
between values and prices in Volume III of Capital to be a sort of shame-faced 
admission of the unreality of the theory of Volume I and an attempt to sub- 
stitute, by the back door as it were, a cost of production theory similar to 
that ‘expounded by John Stuart Mill, Cole, for his part, implies that Marx 
would have done better to scrap the whole classical approach and adopt the 
new marginalist theories of Jevons and Menger (Carl Menger, by the way, not 
Anton as Cole writes, doubtless by a slip of the pen, on page 276 of Volume II). 
Marx's failure to do so, in Cole’s view, robs this part of his work of any claim 
to be considered scientific, though he concedes that Marx “believed in his 
own system and put it forward in entire good faith, quite unaware that its 
claim to be ‘scientific’ was really bogus, and that it was not even a usable 
hypothesis that could be tested by the facts, but a call to action based on 
unproven beliefs.” 

In all this there is unfortunately no recognition of themes which Marxian 
literature has increasingly stressed in recent years. The first nine chapters of 
Capital, it is now widely recognized, are not primarily concerned with exchange 
values or prices in the sense of either classical or neoclassical economics but 
rather with what today might be called economic sociology. Beginning from 
an analysis of “The Commodity,” Marx attempts to show that an exchange 
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economy is one in which producers work for each other without being immedi- 
ately aware of the fact. Value, which appears as a relation between things, is 
in reality a relation between people; the law of value is the regulator of an 
atomistic economy which is both unplanned and uncontrolled by conscious 
human will. When, in such a society, the means of production come to be 
monopolized by a small class of owners, labor power itself becomes a commodity 
and the great majority of human beings come directly under the sway of the 
blind law of value. This is a system in which, to use the Emersonian phrase, 
“things are in the saddle and ride mankind.” Exploitation is masked (from 
both exploiters and exploited) as fair exchange. The good fortune of some, 
the deprivation of others, the calamities which may be visited upon all—these 
appear as but the outcome of the operation of natural laws over which man has 
no control. Alienated from and dominated by the products of his own know!l- 
edge and labor, man is progressively depersonalized and dehumanized. To 
lay bare these relations, to expose the reality behind the facade of market 
prices, to show up the capitalist system as a particular form of exploitation 
obeying specific laws of its own—these are the great objects of the early chap- 
ters of Capital. An historian of socialist thought need not approve of them 
or regard Marx’s effort as successful, of course, but it does seem that at this 
late date there is little excuse for failing so completely as Cole does to 
grasp the range of topics with which Marx was grappling or to appreciate the 
reasons why this aspect of Marx’s theory has exercised such a fascination for 
succeeding generations of social theorists. 

I do not mean to suggest that there is nothing of interest or value in Cole’s 
chapter, “Marx and Engles—Das Kapital and Anti-Diihring” (Ch. 11, Vol. 
II). Much of the narrative is up to Cole’s usual high standard, and many of 
the detailed criticisms are well taken. But on the whole, I must confess to a 
feeling that his interpretation of the founding fathers of Marxism reflects a 
state of knowledge, or rather of ignorance, prevalent in Anglo-American aca- 
demic circles some two to three decades ago. Since then, even academic 
Marxology (to use a term of Schumpeter’s) has undergone great develop- 
ment. As a history of socialist thought, Cole’s work is the worse for its author’s 
failure to keep up. 

I suppose it is not only a prerogative but also in a sense an obligation of a 
reviewer to comment on those parts of an author’s work with which he can 
claim some special familiarity. With this in mind, I would like to conclude 
with a few remarks on Cole’s treatment of American socialism. 

As far as the 19th century is concerned (Ch. 13, Vol. II), Cole follows 
traditional lines. But when it comes to the period after the formation of the 
Socialist Party in 1901 (Vol. III, Pt. II, Ch. 21), he raises questions which 
go far beyond the range of the conventional history books, questions which 
moreover are in a sense crucial to our interpretation not only of American but 
of world history during the past half century. Cole opens the chapter with 
a recital of the impressive progress made by the Socialist Party in the years 
1901-1912. It grew from very small beginnings into a nationwide organization 
with 150,000 individual members and a voting strength of nearly a million. 
Its leaders, despite bitter factional fights, were convinced that “the tide was 
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flowing strongly in favour of Socialism in the United States as well as in 
Europe, and even that the victory of Socialism was only a matter of a few 
more years of successful Socialist propaganda”—and this view was by no 
means confined to the Socialists themselves. 


Yet within a very few years of this rapid and confident advance the Ameri- 
can Socialist movement lay in ruins: nor has it to this day ever been 
effectively rebuilt. This decline and fall has been attributed to the influ- 
ence of the first world war; but in fact the decay had set in and had gone 
a long way before the war began, even in Europe. In 1913 the American 
Socialist Party was already tumbling down fast from the height it had 
reached in 1912: nor was any alternative organization even beginning to 
take its place. . . . Evidently it is of the greatest importance to discover 
why these things happened—-both why American So¢ialism appeared to 
be making such swift headway during the early years\of the present cen- 
tury, and why it suffered eclipse. 


This is the problem Cole poses; and, after a lengthy descriptive and nar- 
rative detour, he returns to it and presents his own solution, summing up as 
follows: 


I have been trying to show why, even after the epoch of be land” had 
ended and the “frontier” had been in effect closed, there was still no room 
in the early years of the present century for the growth of a really powerful 
American Socialist movement. The outstanding reasons, as I see them, are 
two—the absence of the political motive which rallied the working classes 
of Europe in hostility to autocratic, militaristic states, and the division of 
the working class into a privileged and an unprivileged group, between 
which was a wide gap both in standards of living and ways of life, includ- 
ing the barrier of language. This second factor rendered impossible in 
America the half-way solution of alliance between the Socialists and the 
Trade Unions in a Labour Party p:2pared to champion the claims of the 
whole working class. It did this fully as much as the first factor ruled out 
the possibility of a Social Democratic Party on the German model. 


It will be seen from the juxtaposition of these two passages, I think, that Cole 
never really answers his own original questions—a fact which may be obscured 
from the reader, and perhaps from the author himself, by some 40 pages of 
intervening text. No doubt the factors adduced by Cole—the existence of 
political democracy in the United States, and the division of the working 
class—-were important, and they might be taken to be an adequate explanation 
of a slower development of socialism in the United States than in Europe. 
But they obviously cannot be taken to explain why the American socialist 
movement grew with extraordinary rapidity for a little over a decade and 
then even more quickly collapsed. Clearly, up to a point there must have 
been strong forces favoring the growth of socialism, and these forces must have 
ceased operating with dramatic suddenness. 

Here is a first-class historical mystery, and it is a great merit in Cole to have 
formulated it so clearly and concisely, even if it remains for others to unravel 
it. This is, of course, not the place to attempt to analyze the problem in any 
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detail, but I may perhaps be permitted to end with a few tentative suggestions 
for anyone who may be minded to tackle the job. 

In the first place, I think it is definitely wrong to date the decline of the 
Socialist Party from 1912. It is true that the Party passed through a severe 
crisis in that year, but no one should know better than Cole that crises and 
splits are endemic to all, or nearly all, political movements and that to interpret 
a given crisis, ex post, as the starting point of a fundamentally new trend is, to 
say the least, a highly questionable procedure. The fact is that no great changes 
took place outside the socialist movement in 1912, and in the absence of such 
changes it would be natural to assume that the movement would in due course 
recover from its internal difficulties and resume the advance of the immediately 
preceding period. 

The same cannot be said of the war years, however. Here it is altogether 
reasonable to assume that the severe internal crisis which was precipitated by 
the outbreak of war was indeed accompanied by external changes which de- 
cisively altered the conditions under which American socialism had previously 
flourished. If we can identify these changes we should be in possession of the 
clue to the mystery. 

Even so, the solution to the problem is by no means obvious, and I would 
not be surprised if in seeking it we should be led to see certain aspects of 
American economic history in a new light. We are, for example, accustomed 
to thinking of the period before the first world war as a sort of golden age 
of capitalism antedating all the troubles with which the present generation of 
economists is so familiar. Actually, I think this is at the very least doubtful 
and that a more nearly correct view would be that put forward by Veblen in 
The Theory of Business Enterprise (1904), namely, that since the 1870’s 
“chronic depression has been the rule rather than the exception in business” 

a state of affairs which lasted, with the usual ups and downs due largely to 
extraneous causes, until about a year after the outbreak of war in Europe.* 
The first world war, however, was an extraneous cause of an altogether un- 
precedented magnitude, and its direct and indirect stimulating effects lasted, 
with one sharp but relatively brief interruption, for nearly a decade and a half. 

If this analysis is accepted, quite a number of things would seem to follow. 
The recurring hard times of the closing decades of the 19th century would be 
expected to prepare the ground for the kind of rapid growth of a socialist 
movement which actually took place between 1900 and 1912. The 1912 crisis 
in the Socialist Party can then be interpreted as a normal growth phenomenon, 
and we can surmise that if the more severe depression that was clearly begin- 
ning in 1914 had run its course, the Party would soon have recovered and 
resumed its advance. What actually happened, however, was that at the very 
same time that the Party split into pro- and anti-war factions, an era of un- 

*So far as I know, no economist, contemporary or later, ever paid any attention to 
Veblen’s “chronic depression” theory. This is not due to its having been put forward in 
an offhand or casual manner: the fact is that it occupies a prominent place in The Theory 
of Business Enterprise. 1 should add, however, that I have not searched the literature with 
this question in mind 
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precedented prosperity opened. It was this prosperity, and not the existence 
of political democracy or divisions among American workers, that smothered 
the Socialist Party and relegated the movement for a long time to a peripheral 
role in American life. . 

I think it can be shown that a theory along these lines can be successfully 
extended to account for the fate of American socialism in more recent decades, 
but this is obviously not the time or place to attempt to do so. I hope, however, 
that an occasion to take up these problems again will soon present itself, and 
I can think of none more suitable than the eagerly awaited publication of 
Cole’s concluding volume. 
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COMMUNICATIONS 
External and Internal Public Debt 


A new approach to the public debt arose from the budgetary implications 
of the great depression and the Keynesian “revolution” in economic thought. 
Central to this approach, which remains the current orthodoxy, is a funda- 
mental conceptual distinction between internal and external debt. The internal 
debt is not burdenless because of the transfer difficulties,’ but aside from 
these it places no aggregate pressure on the economy. The alleged existence of 
such pressure stems from the falsely drawn analogy between the individual 
and the public economy. The phrase “we owe it to ourselves” or something 
quite similar characterizes most modern arguments. In part through neglect, 
but more often through explicit statement, the current analysis supports the 
traditionally accepted vulgar views in regard to external debt.* 

In this note I propose to re-examine this one aspect of the currently orthodox 
debt theory. An extension of the theory to the full-employment setting of the 
postwar period reveals that serious gaps and errors are present. Identical policy 
implications for debt policy, even in depression, may be derived from an 
analysis which is both more correct and more general. 

The fundamental error in accepted debt theory is methodological. It consists 
in a failure to define properly the alternatives subjected to comparison.’ A 
typical way of stating these alternatives is the following: If a given state or 
community could be confronted with two alternative situations identical in all 
respects save that in one an internal debt service charge is present while in 
the other such a charge is absent, the first is obviously to be preferred.* The 
difference in the desirability of the two situations is widened if the debt is 
held externally rather than internally. It is equally clear that if a debtor 
community were to be faced with one of two alternative situations identical 


*Wright, Ratchford, and Meade were instrumental in forcing a recognition of the 
transfer burden. See D. M. Wright, “The Economic Limit and Economic Burden of an 
Internally Held National Debt,” Quart. Jour. Fcon., Nov. 1940, LV, 116-29, and “Mou!- 
ton’s ‘The New Philosophy of the Public Debt,’” Am. Econ. Rev., Sept. 1943, AXXIII, 
573-90; B. U. Ratchford, “The Burden of a Domestic Debt,” Am. Econ. Rev., Sept. 1942, 
XXXII, 451-67; J. E. Meade, “Mr. Lerner on ‘The Economics of Control,” Econ. Jour, 
Apr. 1945, LV, 47-70. 

* For a characteristically clear statement, see A. P. Lerner, “The Burden of the Public 
Debt,” in Income, Employment, and Public Policy: Essays in Honor of Alvin H. Hansen 
(New York, 1948), pp. 255-75. 

*K. E. Poole senses this error in current public debt analysis, but he does not extend his 
discussion. See his Public Finance and Economic Welfare (New York, 1956), pp. 587-88. 
Ragnar Frisch has recently made a similar methodological criticism of Hotelling’s tax 
analysis. See Econometrica, July 1956, XXIV, 311. 

* This is precisely the comparison employed by Meade (op. cit., pp. 62-63). Meade’s 
comparison is used without criticism in FE. D. Allen and O. H. Brownlee, Economics of 
Public Finance, 2nd ed. (New York, 1954), p. 135. 
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while in the other these instruments are domestically owned, the second of 
these alternatives is deemed preferable. On this simple logic the external debt 
would seem more burdensome on the community as a whole than the internal 
debt of like amount. 

Alternatives of the sort mentioned above cannot, however, exist in the real 
world, actually or conceptually. The compared situations cannot possibly be 
identical in every other respect than debt ownership, and the analysis which 
overlooks or ignores the other necessary differences must embody serious error. 

In order to define properly the realizable alternatives for comparison, it is 
necessary to consider them as of the moment of initial decision or choice. The 
argument is more direct if we limit it to the external-internal loan comparison, 
that is, if we assume that the decision to borrow has already been made. It 
should be emphasized, however, that the logic is equivalent in application to 
the internal debt-no debt case. I shall assume that the state is faced with an 
unavoidably large and abnormal expenditure. I shall also assume initially 
that this expenditure is completely wasteful. This allows the whole question 
of the productivity or unproductivity of the public project to be deferred until 
a later point in the analysis. Finally, I shall assume that the economy is charac- 
terized by reasonably full employment of its resources. This assumption will 
also be relaxed later. The public expenditure is to be financed by a public loan. 
Financing by means of an extraordinary tax levy or by inflation has been ruled 
out. The only decision concerns the form the loan will take; shall the govern- 
ment debt instruments be marketed domestically or in foreign countries? 

If the loan funds are secured from internal sources, the public expenditure 
will be financed, in the main, out of current domestic savings which presumably 
could have been, and would have been, invested productively elsewhere in 
the domestic private economy.* The community’s private capital stock is 
reduced, and future private income streams are correspondingly lowered. 

If the loan is floated externally, that is, if the state sells its bonds in foreign 
markets, the public expenditure is financed out of foreign savings. The domestic 
privately employed capital stock is not affected; current incremental additions 
to this stock are not drawn into government security markets. Therefore, as 
compared with the internal loan situation, the private income stream over 
future time periods is higher. To this higher income stream there must, of 
course, be attached a drainage necessary to service the external debt. 

It cannot be overemphasized that the internal and the external debt cannot 
legitimately be compared on the assumption of an equivalent income stream 
in the two cases. The gross income of the community in any chosen future 
time period cannot be thrown into the other respects which are assumed iden- 
tical and neglected. The external debt must allow the community to receive a 
higher gross income in the future, quite apart from any consideration of the 
productivity of the public expenditure financed. 


ns in all respects save that in one the public debt instruments are externally owned 


*In so far as the sale of government securities increases the rate of interest, some effect 
on the saving-consumption pattern will result. Some of the loan funds might in this way 
be drawn from current consumption spending. 
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Once this simple fact is recognized, the choice between the two debt forms 
is somewhat more complicated than the current orthodoxy implies. The com- 
munity must compare one debt form which allows a higher income over future 
time periods but also involves an external drainage with another debt form 
which reduces the disposable income of the future but creates no net claims 
against such income. The choice must hinge on some comparison of the rates 
at which the required capital sums originally may be borrowed. 

If we may neglect distributional considerations, and, more importantly, if 
we neglect the frictional or second-order effects of making the interest transfers, 
the community should be indifferent between the two loan forms if the external 
borrowing rate is equal to the internal rate of productivity on capital invest- 
ment. The latter neglect obscures important aspects of the problem, and I 
shall discuss it at some length later, but it is useful to proceed at this stage on 
the assumption that the making of international transfers is no more difficult 
than the making of internal transfers. 

The analysis is readily extended to the other possible situations. If the 
internal or domestic rate of productivity on capital investment exceeds the 
rate at which funds may be borrowed externally, the community will be better 
off if it chooses the external loan form.® In the third possible case in which 
the internal rate of return falls short of the external borrowing rate, the com- 
munity will be worse off with the external than with the internal debt. Net 
income of the community after debt service will be lower, and the external debt 
will impose a “differential” burden. But it is noted that such a burden is no 
different from that which would be imposed by the internal loan in the situation 
mentioned immediately before this one. The differential burden arises, not from 
the locational source of the loan funds, but from the fact that the community 
has not chosen the most “economic” source. Under the “equal ease of transfer” 
assumption, it will always be advantageous to the community or the government 
to borrow in the most favorable market. 

This “equal ease of transfer” assumption may appear to remove the funda- 
mental elements of the problem. That this is not really the case may be illus- 
trated by reference to the problem of state and local government debts. Such 
debts are normally classified as “external.” Yet there is no apparent “transfer 
problem” in the Keynes-Ohlin sense involved in making the interest payments 
on these obligations. Such interstate and interregional transfers are presumably 
effected as smoothly as are the purely “internal” transfers required for serv- 
icing the internally held national debt. These results stem, of course, from the 
existence of the common monetary system and the comparatively free resource- 
mobility among the separate regions of the country. But for the individual 
state, the choice between loan forms should be dictated purely by market 
criteria. 

This illustration should suffice to indicate that the problem of transfer is 
a second-order one when the distinctions between external and internal debt 

* This conclusion holds even when it is recognized that some of the internal loan funds 
may be drawn from consumption spending (see footnote 5). All that is required here is 


that the present value of future consumption be computed on the basis of the market rate 
of interest. 
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are considered. No attempt need be made to minimize the possible differences 
in the two cases when genuinely international debt is compared with internal 
debt. But the point is that such differences arise solely from the institutional 
framework represented by the separate national monetary and economic 
institutions. These are not the differences which the currently orthodox debt 
theory has employed in making the external-internal debt distinction. The fact 
that the external debt involves a drainage out of the domestic income stream 
is not the reason why it may be more burdensome. 

Let us now examine the transfer problem in somewhat more detail and see 
how it might serve to modify the conclusions reached. A transfer problem is 
created by the necessity of servicing either the internal or the external debt. 
In so far as the purchase pattern of those taxed to pay the debt interest differs 
from that of domestic bond-holders in the first case and from foreigners in 
the second, some shifting of resources must take place. 

In a world with freely fluctuating exchange rates, the international and the 
internal transfer problem would be substantially identical. For example, if 
Canada should decide to undertake a large-scale program of public borrowing, 
it would make little difference whether the bonds were sold in Canada or in 
the United States. The guiding principle should be that of the market. The 
comparison with the domestic debt is somewhat more direct if we assume the 
existence of an international monetary standard with fixed exchange rates and 
international price flexibility. Here too the international transfer need be no 
more difficult than the domestic transfer. To be sure, the debtor community 
will find it necessary to impose deflation in order to surmount the balance-of- 
payments difficulties created by the necessity of transferring funds abroad. 
The point to be emphasized here is that the servicing of an internal debt 
requires that a similarly severe deflationary effect be imposed automatically on 
the “taxpayer” sector of the domestic economy." 

The world in general is not characterized by either freely fluctuating ex- 
change rates or by an international monetary standard. Thus when inter- 
national loans are actually considered, the “transfer problem” in its classical 
form may arise. And here the difficulties of making the external transfers may 
be significantly greater than those involved in making purely internal transfers. 
This places some premium on the internal as opposed to the external loan. 
In many cases the borrowing community cannot effectively control the magni- 
tude of the real-income transfer in the external loan case. But it must be 
emphasized that this is the only valid reason for the making of any sharp 
conceptual distinction between the two loan forms. This “transfer problem” 
difference may be of decisive importance, but at the more fundamental level 
of comparison with which this note is primarily concerned, it represents an 

‘Cf. August Lésch, “A New Theory of International Trade,” Internat. Econ. Papers, 
No. 6 (New York, 1956), pp. 50-65. It is conceptually possible, either under fixed or 
flexible exchange rates, that extreme values for the elasticities of demand for imports and 
for exports could prevent any transfer of income abroad consistent with any sort of inter- 
national equilibrium. Although much has been made of this possibility during recent years, 
it remains a hypothetical model which has never been observed to occur. But, perhaps 
more important, it should be noted that similar extreme values for certain coefficients in 
the various sectors of the domestic economy could produce like results. 
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adjustment factor only, and it should not be allowed to obscure the underlying 
criteria for public loan policy.® 

The above conclusions have been reached on the assumption that the public 
expenditure program is completely wasteful. ‘The imputation of productive 
returns to state expenditure will not modify the analysis in any way. This will 
serve only to determine whether or not future generations will be made better 
or worse off by the borrowing operation. 

The “new” approach to the public debt is directly related to the budgetary 
aspects of the new economics. This serves to explain, in part, the incomplete- 
ness of the approach and its bias against external debt. Discussion of the public 
debt in recent years has been conducted almost entirely in terms of monetary 
debt obligations, and little attempt has been made to separate the real and 
the monetary sides of the debt problem. If the government borrows in a period 
when there exist unemployed resources, it is clear that the alternative sacrificed 
is of zero value to the economy in aggregative terms. In this situation, it is 
evident that no possible justification could be given to a policy of borrowing 
from external sources. Purely economic criteria would dictate that an internal 
borrowing operation should be undertaken and that this operation should take 
the form of borrowing from the banking system, that is, money creation. Such 
borrowing does not, at its inception, act to reduce the rate of capital formation, 
and no aggregate burden in the primary sense is involved in the making of 
future transfers, if indeed positive interest need be paid at all. External debt, 
on the other hand, does explicitly tie an interest drainage onto the country’s 
future income stream. This is the sort of comparison which seems to have been 
in the minds of those who were instrumental in shaping the current orthodoxy.” 
Under these conditions the external debt would carry with it a differential 
burden. But here, as before, it must be observed that the differential pressure 
is solely due to the higher real borrowing rate necessary with the external loan. 
It is not attributable to the “externalness” of the debt itself. The real interest 
cost of an internal debt is the sacrificed rate of internal productivity. Under 
conditions of deep depression this rate is extremely low regardless of the 
money rate at which the debt instruments are marketed domestically. We find, 
therefore, that the more general analysis suggested in this note applies fully 
even when the full-employment assumption is relaxed. The important principle 
which emerges is the obvious one that economic criteria should always be 
employed in choosing the form of the loan; the locational source is not impor- 
tant at the initial level of comparison. 

The relative overemphasis on the distinction between internal and external 
public debt is perhaps not significant as it applies to current policy problems 
of highly developed countries. In such economies, new issues of public debt 


* The Colwyn Committee in its Majority Report, chose to emphasize the differences in the / 
difficulties of making domestic and international transfers. This is understandable, but such 
emphasis has caused the Report’s correct statements on the basic similarities between the 
two debt forms to be almost completely overlooked. See Report of the Committee on 
National Debt and Taxation (London, H. M. Stat. Office, 1927), pp. 26-28. 

*This is clearly the comparison considered by Wright. See “The Economic Limit and 
Economic Burden of an Internally Held National Debt,” op. cit., pp. 117-18 
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will take the internal form. However, the internal-external loan choice may be 
a real one for some of those countries of the world currently seeking to promote 
industrialization and rapid economic growth through public investment proj- 
ects. It seems quite possible that policy-making groups in some of these coun- 
tries may be led unduly to favor the issue of internal as opposed to external 
debt. It must of course, be recognized that the “transfer problem” aspects of 
external debt may be the ruling factor for many underdeveloped economies, 
but the current orthodoxy of public debt theory which is to be found in almost 
all of our public finance textbooks may serve only to reinforce established 
nationalistic prejudices against the creation of foreign indebtedness. This is 
one area of study where the specialized literature of the last twenty years may 
provide less assistance to policy-makers than old-fashioned economics. 

The public debt analysis presented in this note is of more general applica- 
bility than may at first appear. Everything which has been said with reference 
to the government or community is applicable to the debt problems of the 
individual or family unit. The individual should also be guided in his borrow- 
ing decisions as to “internal” or external loans by basic market criteria. If he 
“borrows” internally from his 3 per cent savings account to finance the pur- 
chase of a new automobile instead of financing externally through a 6 per cent 
carrying charge, he is making a rational decision. Conversely, if the external 
rate is lower, recourse to external founds is dictated. And, of course, transfer 
problem difficulties could also modify these conclusions. 

It is not necessary to introduce the “false analogy” or the “we owe it to 
ourselves” analysis at any point in the fundamental theory. The economist 
does not need to rely on the fallacy of aggregation to analyze fully the phenom- 
enon of the public debt. This does not suggest that the “false analogy” ap- 
proach is wholly fallacious. The argument is perhaps useful in demonstrating 
that the servicing of an internally held public debt does not involve a net 
drainage from the aggregate income stream, aside from that created by the 
frictions of transfer. But the danger in the use of this argument lies in the 
human propensity to jump to the apparently related, but wholly fallacious, 
conclusion that the servicing of an external debt does involve such a drainage 
from the same income stream. 

James M. BucHANAN* 


* The author is professor of economics at the University of Virginia 


Acceieration and Magnification 


It has recently been pointed out' that it does not follow from the acceleration 
principle alone that the output of investment-goods industries wil! fluctuate 
more widely than the output of general industry. Baumol has shown that 
while the positing of acceleration and magnification does not lead to contradic- 
tions, the latter phenomenon is not implied by the former. Given that net 
investment varies directly with the rate of growth of net national output, it 

*W. J. Baumol, “Acceleration Without Magnification,” Am. Econ. Rev., June 1956, 


XLVI, 409-12. The author is much indebted to W. J. Baumol and George Morton for 
invaluable criticisms of an earlier draft. 
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is not a necessary consequence that a percentage change in national output 
will lead to a greater change in the output of investment-goods industries. 

Starting from this proposition, in this paper we consider under what circum- 
stances acceleration will lead to magnification. In other words, we wish to 
discover what additional hypotheses will, together with the acceleration prin- 
ciple, lead to magnification. Similarly, we investigate some conditions under 
which acceleration will imply diminution of fluctuations in investment. (Dim- 
inution is defined as the contrary of magnification.) We limit our considerations 
to the consumption function (relating consumption to net national income), 
and the income-capital relation (net national income related to national capital 
or net investment as a function of the change in net national income). In 
addition, we restrict ourselves to those situations in which depreciation is a 
linear function of capital. We are then able to show that if the marginal pro- 
pensity to consume is less than the average propensity to consume, a necessary 
condition for diminution is that the ratio of net national income to capital is 
an increasing function of capital. In other words, magnification is as much a 
matter of the propensity to consume as of the accelerator. 

Gross national income is defined as the output of the investment-goods 
industries plus consumption. Net national income is cqua! to gross national 
income less depreciation, that is, net investment plus consuinption. Net invest- 
ment is the change in the capital stock of the economy. We make the following 
assumptions: (a) there is a direct relationship between capital and net national 
income, but there is not necessarily a constant ratio between the two; (b) the 
marginal propensity to consume with respect to net nationai income is positive, 
and the average propensity to consume varies inversely with net national 
income.” 

The output of the investment-goods industry is equal to net investment 
plus depreciation so that magnification of the investment-goods industry is 
said to occur when a given percentage change in income goes hand in hand with 
a larger percentage change in net investment plus depreciation. Thus, magni- 
fication may be relative either to gross national income or net national income. 
Diminution is said to occur when a given percentage change in income yields 
a smaller percentage change in net investment plus depreciation. 

Now consider an expression of the form: 


y= X; 


where all the variables on the right-hand side are increasing functions of y. 
If there is magnification of at least one X, relative to y, there must be diminu- 
tion of at least one of the remainder. Thus, if there is magnification of gross 
investment relative to gross national income, there must be diminution of 
consumption relative to gross national income. In other words, the marginal 


* If the alternative assumption, that the average propensity to consume increases with 
net national income, is made, a different set of conclusions will follow, notably that there 
will be magnification of the consumption-goods industry rather than of the investment- 
goods industry. 
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propensity to consume with respect to gross national income must be less than 
the average propensity to consume. 

A sufficient condition for this to be the case is that gross national income 
fluctuates more widely than net national income. (This is because we have 
assumed magnification of net national income relative to consumption.) 

As gross national income is equal to net national income plus depreciation, 
it follows that depreciation is magnified relative to national income, net or 
gross. The percentage change in depreciation is equal on the linearity assump- 
tion to the ratio of net investment to capital. (The absolute increase in de- 
preciation is equal to a constant times the change in capital: the original level 
is equal to the same constant times the stock of capital.) Therefore, the suffi- 
cient condition for magnification now becomes that the ratio of net investment 
to capital be greater than the percentage change in net national income. This 
is equivalent, however, to the condition that the ratio of net national income 
to capital is a decreasing function of capital.* We conclude, therefore, that a 
sufficient condition for there to be magnification relative to national income, 
net or gross, is that the income-capital ratio varies inversely with the capital 
stock. 

It may now be seen that magnification is possible even when this condition 
does not hold, i.e., when the income-capital ratio varies directly with the stock 
of capital,* so that the sufficient condition is not a necessary one. Suppose that 
net national income fluctuates more widely than gross national income with 
the result that there is diminution of depreciation relative to national income, 
net or gross. It is still possible that there will be diminution of consumption 
relative to gross national income, implying magnification of gross investment 
relative to gross national income. 


Write: VY, = gross national income 


C = consumption. 


* Write K =capital 
Y,=net national income. 
If there is magnification we have 


dK dK 1 dy, 1 
for ->0, >—-— 
dt 


and for 


Both of these yield 


This is equivalent to d —— 
dK 

If the income-capital relation is defined for gross national income, the condition becomes 

that the ratio of gross national income to capital must diminish, and the argument follows 

in the same way. 

*In the simple linear case, Y, — aK + b, this implies is negative. 
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For the positive case: 


ov, 1 
(1) —<——- 
@ Fe 


dY, 1 


(2 
a 


These two inequalities are compatible with either 
dC 1 dY, 1 
C . 
dY, 1 
dt Y, 


(For the negative case the inequality signs will be reversed yielding the same 
conclusion.) 

Equation (3.1) for the positive case (or with sign reversed for the negative 
case) implies magnification of gross investment relative to gross national in- 
come, and also allows for the possibility that there is magnification relative to 
net national income. In fact, in this case we have net investment fluctuating 
more widely than national income, net or gross, and depreciation fluctuating 
less widely. Consequently, gross investment, which is the sum of net invest- 
ment and depreciation, may fluctuate more or less widely than national in- 
come. Thus, to avoid magnification we require the marginal propensity to 
consume with respect to gross national income not to be smaller than the aver- 
age propensity to consume. For diminution of gross investment there must be 
magnification of consumption relative to gross national income, and for a 
proportionate variation in gross investment consumption must be proportionate 
to gross national income. (This last point is of particular interest, for it allows 
consumption to be a diminishing proportion of net national income while main- 
taining a constant ratio to gross investment.) 

In conclusion, the validity of the acceleration principle as an explanation of 
magnification in a highly aggregated model has been seen to depend on the 
validity of certain additional empirical propositions about the economy as a 
whole. Whether an alternative theory is to be preferred depends to some extent 
on the acceptability of these propositions, and on what other propositions 
would be required to support the new theory. 


(3.1) 


or 


M. H. Peston* 


* The author is assistant lecturer in economics at the London School of Economics. 
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Economic Institutions and Human Welfare. By JouNn Maurice Crark. (New 
York: Alfred A. Knopf. 1957. Pp. xii, 285, ix. $5.50; text ed. $4.00.) 


This voiume is a collection of J. M. Clark’s essays in the general field of the 
principles of economic policy and ethics. The essays have been revised and 
brought up to date, and they make up a volume of remarkable unity, though 
inevitably of some repetitions. Two essays originated in the early 1940's. The 
bulk of the book however was written after 1953, so that it is of fairly recent 
origin. The heart of the book consists of two long essays, one on Economic 
Welfare in a Free Society, written for the Columbia University Bicentennial in 
1954, and the other on the Ethical Basis of Economic Freedom, based on two 
lectures given for the Calvin K. Kazanjian Foundation in 1955. Of the shorter 
essays one on the Interpenetration of Politics and Economics is perhaps the 
most interesting. 

It is almost as hard to review a book with which one is in complete sympathy 
as it is to review one which evokes no sympathetic response. One’s reaction 
degenerates into frequent nods of approval and ejaculations of consent. There 
is so much ripe wisdom here, such beautifully balanced judgment, with a warm, 
hopeful concern for the deeper aspects of human welfare balanced by a sharp 
analytical realism, that one is content simply to enjoy, to savor, and to con- 
sent. Throughout these essays runs a plea for a balanced, pragmatic approach 
to economic institutions, for what the author calls “constructive serviceability.” 
Let us have private enterprise where that is most effective, public enterprise 
where that is most effective, governmental and legal frameworks to prevent 
unreasonable fluctuations or intolerable inequalities and let us always remem- 
ber that the fundamental object of the economic system is not the production 
of commodities, which are all merely intermediate goods, but of rich and inter- 
esting human lives. Let us beware of ideologies, whether of rigid laissez-faire 
or of doctrinaire socialism; let us treasure the freedom of the individual, but 
not be afraid to limit it by law in the interest of greater freedom for all, and 
let us inculcate the habit of responsible behavior, without which freedom in- 
evitably destroys itself. 

It is impossible to convey the richness of quality of a work like this in a 
brief review. There is something peculiarly American in the thought of J. M. 
Clark: it stems from the sweet reasonableness of Penn and of Emerson, from 
the pragmatism of William James, from what might be called the Gentle Tra- 
dition in American life. It stands over against the harshness and cruelty both 
of Manchester and of Marx, with their confident solutions and roughshod ide- 
ologies. To some extent too it stands over against the bright young world of 
the econometricians and operations researchers, though this is not brought out 
in these essays. There is always a danger of course that the gentle may de- 
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generate into the genteel without some stiffening from the tough-minded, and 
some critics might feel that Clark’s thought is a little too “tender”—that it 
does not wrestle enough with the difficult quantitative questions of how much 
and just when! Nevertheless in an age that is too tough, too cruel, and too 
brittle, long on knowledge and short on wisdom, there is an important place for 
a gentle, kindly, and wise approach to the problem of the economic ideal. 

K. E. BouLpInc 


University of Michigan 


25 Economic Essays in Honour of Erik Lindahl 21 November 1956. (Stock- 
holm: Ekonomisk Tidskrift. 1956. Pp. 412. SKr. 20.) 

Honoring the most outstanding Swedish economist of his generation, twenty- 
five economists have contributed these essays on a wide variety of subjects 
and in a wide variety of languages (11 essays in English, 10 in Swedish, two in 
Norwegian, one in Danish, and one in German). While any Scandinavian 
freshman would master all five languages, a few of the best essays will remain 
hidden to most Anglo-Saxon colleagues. The essays are arranged in the alpha- 
betical order of the names of authors, and it might be helpful for reviewing 
purposes to reassemble them in the following ten groups according to the fields 
they cover. 

To price and allocation theory Gunnar Lindgren contributes an able attempt 
(in Swedish) at unification of the theory of decision-making. The opening 
paragraph of Samuelson’s Foundations is quoted and sets the tone of the entire 
essay. Gustaf Akerman applies (in English) the marginal-productivity theory 
to the optimization of an agricultural product-mix under changing wage rates. 

To aggregate income and employment theory there are six contributions. 
Ragnar Bentzel submits a lucid paper (in Swedish) on the aggregation of 
production functions. Trygve Haavelmo has an equally lucid paper (in Nor- 
wegian) on equations versus identities in macroeconomic theory. It is a pity 
that this paper is not in English; it is still badly needed in our profession! 
J. R. Hicks, in his paper on methods of dynamic analysis presents, among 
other things, a masterly evaluation of Keynes. Ralph Turvey discovers some 
hitherto unnoticed properties of the transaction demand for money. Alf Johans- 
son examines (in Swedish) residential construction as an instrument of public 
policy, and for the ’fifties finds it much less suitable than it was in the ’thirties. 
Johan Akerman contributes a paper (in English) on the relationship between 
microeconomics and macroeconomics in the analysis of the cumulative process. 
The targets for attack in this paper are the Keynesians and the Stockholmers 
alike. 

Three papers are devoted to the problems of inflation. Bent Hansen and 
Gésta Rehn contribute the largest essay (51 pages) of the entire collection. 
The paper undertakes a theoretical and statistical analysis (in English) of the 
so-called “wage drift” in postwar Sweden. Sweden has had a phenomenal rise 
in money wages-—10 per cent per annum for the postwar period. “Wage drift” 
refers to the fact that the actual rate of increase of hourly earnings in almost 
all branches of manufacturing industry has been in excess of what was agreed 
upon in the annual contracts—a sort of “grey” market! Hansen and Rehn’s 
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findings are that “wage drift” is highly influenced by good old demand and 
supply in the labor markets. The development of excess profit in the enter- 
prises seems to play a minor role, and the findings give no support to the 
official union explanation that wage drift is an automatic consequence of the 
increase of productivity under piece-work earnings. Carsten Welinder writes 
(in Swedish) on the sensitivity of tax revenues to inflation, and G. Westin 
Silverstolpe (in Swedish) discusses farm leases under inflation. 

There is one paper on the theory of fiscal policy, i.e., Erich Schneider’s pene- 
trating analysis (in German) of the balanced-budget multiplier. The paper is 
an interesting further development and qualification of Baumol and Peston’s 
note in this Review (March, 1955). 

Ingvar Svennilsson contributes a paper (in English) on the theory of growth 
with an application to a forecast of Swedish capital stock and its composition 
by 1975. 

There are three papers on computing and statistical methods. Ragnar Frisch 
(in English) starts out with some small talk about digital computers but 
abruptly turns very technical in his discussion of computation problems in 
macroeconomic linear-programming models like his own for Norway. Karin 
Kock discusses (in Swedish) the problem of adjusting data collection to the 
needs of forecasting. Olof Lindahl presents some impressive results (in Eng- 
lish) of a Kuznets-like (and Social Science Research Council-supported) esti- 
mate of the Swedish gross national product 1861-1951. 

To international economics and area studies there are two contributions. 
Bérje Kragh analyzes (in Swedish) three hyperinflation-ridden economies, i.e., 
Bolivia, Chile, and Paraguay. Erik Lundberg contributes (in English) a spir- 
ited comparison between the stability problem in the Australian and the Swed- 
ish economies. Like Lindahl, Lundberg was invited to Australia to compare 
notes on the inflationary pressure in a rapidly growing economy. The ratio of 
gross investment to GNP in the postwar period has been 30 and 25 per cent 
for Sweden and Australia respectively. 

On international administration there are papers by the two members of the 
Stockholm School who have become top international civil servants. Dag 
Hammarskjéld examines (in English) the touchy subject of self-determination 
and economic aid to underdeveloped economies. His point of departure is the 
observation that nations emerging from long foreign rule generally lack an 
independent administrative tradition and a social structure within which it is 
easy to build up a class of national administrators. Hammarskjold welcomes 
Lester Pearson’s proposal for an international professional and technical civil 
service of the United Nations with experts especially trained for work in the 
underdeveloped areas. Gunnar Myrdal (also in English) presents a progress 
report on the research work done in the Economic Commission for Europe. 

To the history of thought and method there are four contributions. The best 
is Erik Dahmen’s paper (in Swedish) on the history of monetary theory. Here 
is a brilliant illumination of the idea that new theories reflect the rise of new 
institutions. One wishes this paper had been in English. More on the technical 
side, Karl-Gustav Landgren examines (in Swedish) the history of Wicksell’s 
application of Euler’s theorem to the theory of the distributive shares. F. 
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Zeuthen offers a witty essay (in Danish) on computer and man; and Johan 
Vogt submits a very personal account (in Norwegian) of well-known as well 
as lesser men he has met in life. There was the Norwegian heretic Dybwad- 
Brochmann, there was the Danish theorist and conservative reformer L. V. 
Birck, and above all there was Silvio Gesell. Even Quisling is noticed in pass- 
ing. Like many of his generation Johan Vogt is a former Marxist, and his 
account of this particular phase of his life is most human and entertaining. 

Finally, there is one contribution to economic history. Hugo Pipping ex- 
amines (in Swedish) the resumption of silver species-payments by the Bank 
of Finland after the monetary reform of 1840 with special emphasis on the 
effects upon the Swedish silver standard. 

As is usually the case in such birthday volumes, the quality of the contribu- 
tions is not even. As a whole, however, this volume maintains traditionally 
high Scandinavian standards. 

Hans BreMs 

University of Illinois 


The Dynamics of the American Economy. By Cuarves H. Hesston, S. M. 
MILLER and CurWeN Stoppart. (New York: Alfred A. Knopf. 1956. 
Pp. xvii, 504. $5.75.) 

This textbook will probably best serve the purposes of an introductory 
course in social science rather than the usual economics course. According to 
its authors it ‘‘attempts to offer a fresh view of our economy and its contempo- 
rary problems in terms of a behavioral approach” (p. vii). This approach is 
further stated to be a “holistic one, influenced by institutionalism, infused 
with the newer developments of social science and directed by a concern with 
economic and social welfare” (p. 47). 

The result is a textbook which in organization and content is unique. The 
book may best be classified as economic sociology with accent on economic as 
an adjective, since so little of conventional economic analysis is present. Of the 
six major sections into which the book is divided Sections II and III on “Busi- 
ness as a System of Power and Social Influence” and “Labor, Its Economic 
Role and Way of Life” constitute over half of the total material. These sec- 
tions are concerned chiefly with economic evolution, the distribution of power 
in society, the changing social values of business and labor in American so- 
ciety and the impact of these values on the lives of individuals, Modern eco- 
nomics, in the words of the authors, “must concern itself with the quality of 
our lives as producers and consumers as well as with the quantity of goods 
and services our economy produces” (p. viii). Or as the authors also express 
it, “an economic system produces not only goods, but men” (p. 60). 

The same sociological approach is pursued in the fourth section on “Com- 
peting Interest Groups.” This part deals with such other economic groups as 
the farmers, small business men, and white collar and professional groups. It 
also includes an interesting chapter on the problem of the social control of 
conflicting interest groups. This section along with the two previous ones may 
in many ways be viewed as an extension of the type of popular industrial soci- 
ology writing that has appeared in Fortune ovér the past two decades. In fact, 
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Fortune articles are cited 26 times. The material is further enlivened by inter- 
esting case studies of the history of the U.S. Steel Corporation, the impact of 
conformity in the International Business Machines organization (a reproduc- 
tion of an early Fortune article), the settlement of a labor dispute, and a 
study of the changed status of the corner druggist. 

The last two sections on “National Income, Its Growth, Fluctuations and 
Possibilities” and “Economic Progress and Human Welfare” are somewhat 
closer to the material of a conventional economics textbook. However, since no 
attention at all is given to money and banking the discussion of economic 
instability is perforce quite weak and very largely descriptive. 

A book review is not the place to debate what the methodology of economics 
should be or what the content of an elementary economics course should be. 
Obviously, the authors of this textbook hold views on these matters at decided 
variance from those held by a large part of the economics profession. Judged 
wholly in terms of the objectives the authors have set for themselves, their 
textbook is a commendable piece of work. It is well organized and interestingly 
written and it is certain to be welcomed by those who seek to make out of 
economics a much broader subject than the conventional view of economics 
as a science permits. 

A. MORGNER 

Texas A & M College 


State University of Iowa, Bureau of Business and Economic Research, publi- 
cations: 
Major Issues in Economic Education. By Lewis E. WAGNER. Studies in 

Economic Education series. 1955. Pp. v, 31. $1.00. 

Testing Economic Knowledge and Attitudes. By Lewis E. WAGNER. 

Studies in Economic Education series. 1955. Pp. v, 21. Out of Print. 

What are Economic Problems? By Lewis E. Wacner. Primer of Eco- 

nomics series. 1955. Pp. vi, 19. 50 c. 

Measuring the Performance of the Economy. By Lewis E. WAGNER. 

Primer of Economics series. 1956. Pp. vii, 39. 50.c. 

lowa Business Digest. Special Issue on Economic Education. 1957. Pp. 

46, Free. 

It would be almost as difficult to find anyone who is against economic edu- 
cation as it would be to find someone who is against virtue. But to some eco- 
nomic education means consumer economics, and perhaps particularly personal 
finance; to others it means “community” economics, closely akin to high 
school courses in civics; and to many economic education smacks of propa- 
ganda. But however the scope of economics be conceived, only a small fraction 
of the population is currently being exposed to formal work in the discipline. 
It is estimated that only 20 per cent of those entering high school go to college, 
and of these less than a quarter take work in economics. Less than 5 per cent 
of the high school students take courses in economics, and the percentage has 
been decreasing in recent years. 

If it be granted that economic education should be more widely diffused, 
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it seems clear that there must be a considerable degree of cooperation between 
economists and public school administrators and teachers. Considerable work 
of this sort has been going on in recent years, largely under the sponsorship of 
the Joint Council on Economic Education. Enlisting the enthusiastic support 
of economists has not, however, been easy. A joint project carried on with a 
professor of education does not seem to carry the professional distinction that 
one done with the assistance of a professor of mathematics would provide. The 
research that needs to be done in this area gives little promise of professional 
recognition since it is the sort of thing that any patient man could do. The 
busy economist might be persuaded to consult with high school teachers of 
economics, and he might even be prevailed upon to supply text materials, but, 
when he is asked to cooperate with those trying to impart some degree of eco- 
nomic education at the elementary school level, he is likely to lose all interest 
and wash his hands of the whole matter. 

In spite of the serious difficulties considerable progress has been made in 
several parts of the country in establishing programs in economic education. 
Numerous workshops under the direction of the Joint Council on Economic 
Education are held each summer, and the American Economic Association has 
recently established a standing Committee on Economic Education. Of all the 
programs now in operation one of the most successful has been that of the 
Iowa Council on Economic Education. It has issued two series of publications: 
Studies in Economic Education, which are concerned with selected problems in 
the area, and the Primer of Economics, which is written primarily for high 
school seniors and college freshmen studying courses in economics and related 
subjects. The Winter 1957 issue of the Jowa Business Digest is devoted ex- 
clusively to articles on economic education. The topics included in these publi- 
cations are diverse, but the level of competence of the authors is uniformly 
high and the economics is respectable. Anyone contemplating work in the area 
of economic education would do well to begin with the publications of the 
Iowa Council. 

CLARK LEE ALLEN 

North Carolina State College 


Price and Allocation Theory; 
Related Empirical Studies; History of Economic Thought 


Theoretical Welfare Economics. By J. pz V. Graarr. (New York: Cambridge 


Income and Employment Theory; 


University Press. 1957. Pp. x, 178. $4.00.) 

In a short space Mr. de V. Graaff deals cogently with most issues in con- 
temporary welfare economic theory. He systematically develops the corpus of 
the theory, devoting especial attention throughout to the assumptions that 
must be fulfilled in order to deduce the familiar marginal equivalences of the 
general optimum. This is followed by an application of the theory to foreign 
trade, the pricing of governmental services, and welfare comparisons over time. 

The work is in the tradition of Bergson and Samuelson. Given available 
resources and the current state of technology we can derive the society’s trans- 
formation function, Given consumer tastes and the group consensus about 
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desirability of alternative distributions of income, we can formulate the so- 
ciety’s welfare function, and from this derive community indifference functions. 
Juxtaposition of social transformation and social indifference considerations 
enables us to deduce conditions for maximum welfare. Such conditions for the 
class of “Paretian social welfare functions” (functions restricted only in the 
property that social welfare rises or falls as the welfare of any one man rises 
or falls, the welfare of all others remaining constant), are, under certain as- 
sumptions, the familiar marginal equivalences of the Paretian general optimum, 
for which no interpersonal comparisons of utility are necessary. The broadest 
of these is that the marginal social rate of transformation should equal the 
marginal social rate of indifference (or, in partial form, that marginal cost 
should equal price in all lines of production). 

There are a number of distinctive features in Graaff’s presentation. First, 
he is unwilling to rule out the possibility of increasing production returns to 
scale. Second, in the spirit of Duesenberry and Baumol, he stresses the em- 
pirical importance of external economies and diseconomies in production and 
especially consumption. Third, he considers the possibility that the society’s 
transformation function may depend not only on the supply of inputs, but on 
the distribution of wealth to the owners of the inputs. Thus, more food to 
undernourished workers at the expense of the well-fed may increase total pro- 
duction. 

The effect of these considerations is substantially to complicate the condi- 
tions for the general optimum. The familiar ones are no longer necessary con- 
ditions. Competition, for example, no longer leads to the optimum. Ad valorem 
or lump-sum taxes may be adequate correctives under certain circumstances. 
Under other circumstances—for example, when there are significant external 
economies and diseconomies in consumption—conditions for the general opti- 
mum cannot be formulated without recourse to more concretely restricted social 
welfare functions: interpersonal comparisons of utility are required. 

There are further complications. Divisibility is ordinarily assumed. Substan- 
tial indivisibilities may make marginal rates of transformation indeterminate 
and, where consumption is concerned, involve finite shifts of expenditure which 
also necessitate making interpersonal comparisons of utility. Even more seri- 
ous, if we desire that our welfare function be based on individual preferences 
(instead of being dictatorial), it may not be possible to formulate, since it 
must reflect value judgments about problem areas where strong consensus is 
unlikely. First is the question of the exact population and time period in- 
volved. Second, the composition of capital remaining at the end of the horizon 
must be settled. Third, there is uncertainty: therefore disagreement about the 
magnitude of relevant variables; disagreement about how to allow for un- 
certainty; and a further complication of the welfare function by making the 
inclusion of anticipations (as a function of prices) desirable. 

Graaff’s conclusions despair of a practical welfare economics. The marginal 
cost-price rule, the compensation principle, the size-distribution distinction in 
national income (hence aggregate indices) , have little prescriptive merit. More- 
over, it is unlikely that we can empirically discover group value-consensus 
extensive enough to support concrete recommendations. The only useful func- 


‘4 
| 
A 
{ 
| 
~ 
"4 
t 
pes 
ay 


BOOK REVIEWS 1011 


tion for the economist is to make available positive, not prescriptive, informa- 
tion. 

Graaff’s is a familiar outcome. Up to a point there can be no quarrel with it. 
The deserved inclusion of the above complexities leaves little that is recogniza- 
ble or convenient of the welfare rules. But the practical advice to drop welfare 
economics in toto may be too strong. If we are willing to recognize that indi- 
viduals themselves have no such precise complete preference fields as some- 
times attributed to them, that indeed, it is almost always the even fuzzier 
(“group”) preferences of households rather than individuals that “count” on 
the market, we may be less shocked by the relative imprecision of “social 
preferences.” The practical tolerability of varying degrees of proximateness 
may be well worth studying. 

Furthermore, Graaff’s position does not account adequately for the com- 
plexity of individual preferences. Thus, in explaining why persons typically 
distinguish between the size and distribution of income in making intertem- 
poral comparisons, he too facilely assumes dictatorial individual preferences— 
assertedly, on grounds that such comparisons do not involve choices. Others 
are not being committed to anything so their preferences need not “count.” But 
intertemporal comparisons do involve choice, since they provide feedback by 
which policies are evaluated. The outcome of any such comparison influences 
future policy choices. Graaff takes his unpromising position here because he 
neglects the possibility that individual preferences may be double-layered: 
on one level, the individual’s predilections about total distributions of in- 
come; on another, his willingness to commit his predilections, along with 
others’, to ultimate test via the society’s legitimate decision-making processes. 
Indeed, something like this seems to underly Graaff’s faith in positive eco- 
nomics helping others to make informed judgments: ‘seeing the economist as 
willing that the legitimate resultant of such judgments should express the 
group choice. 

Graaff’s position stands up well, on the other hand, against the alternative 
(adopted by Little and others) that “saves” welfare theory by asserting that 
interpersonal comparisons of utility are matters of fact rather than value judg 
ments, and therefore in principle capable of noncontroversial demonstration. 
Proponents of such a position have a difficult task of persuasion. 

Graaff has written a very useful, therapeutic volume. It neatly crystallizes 
our hard-won results and then shocks us into perpetual vigilance by showing 
us the artificiality of the world for which we earned them. 

Jerome ROTHENBERG 

University of Chicago 


Knut Wicksell—rebell i det nya riket (Knut Wicksell—A Rebel in the New 
Nation.) By Torsten GArpiunp. (Stockholm: Bonniers. F. 1956. Pp. 
412. SKr. 39.) 

This book is a definitive and excellent biography of Knut Wicksell. It should 
be of great interest to those who are acquainted with only his economic works. 
This reviewer has learned that it will soon be available in English translation. 

GArdlund’s study shows clearly that Wicksell was not only one of the great 
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est economists of his generation, but also an agitating reformer of considerable 
power. Most people in his own country knew him best for his indefatigable 
social reform propaganda and his sensational appearances as a public speaker 
on the unpopular side of many questions. He became a marked man for his 
efforts in behalf of neo-Malthusian principles of birth control, companionate 
marriage, and equality for women. He also offended many of his contemporaries 
by the way in which he expressed his opposition to the state church and its 
religion, and to Sweden’s defense preparations. He worked ardently for parlia- 
mentary reform, expansion of the franchise, protection of freedom of expres- 
sion, and for measures (especially in education) designed to equalize economic 
opportunities and reduce inequalities in the distribution of wealth. Many came 
to regard him as a social rebel who, as GArdlund puts it, “deliberately chose 
the shock approach as his mode of participation in public life” (p. 276). Rela- 
tively few knew him in his other character, a cool-headed, creative economist 
endowed with analytic powers of the highest order. 

This may be the reason Gardlund devotes only three of fourteen chapters of 
his book to Wicksell’s contributions to economics. Yet this may be appropriate. 
Wicksell’s work in economic theory is now widely known and has received 
considerable discussion in the literature. Also, to attempt a thorough evaluation 
of his scientific work would have disrupted the continuity which is desirable 
in a biography. 

As GArdlund relates it, Knut Wicksell was born in Stockholm in 1851, the 
youngest in a family of five children. His childhood was saddened by the death 
of his mother when he was six years old and the death of his father when he 
was fifteen. His father, Johan, a man of humble origin, was a grocer and 
produce dealer who gradually built up a modest fortune based on ownership 
of working-class apartments in Stockholm. When he died he left his children 
the means to obtain a secondary education and a start toward professional 
careers. 

Wicksell went to Uppsala University in 1869, where he performed brilliantly, 
completing a degree in mathematics and related subjects in five semesters, 
about half the time this normally takes. But he was troubled by religious 
scruples and later by doubts as to his ability to be creative in mathematics. 
While he pursued graduate work in this field, his energies were increasingly 
deflected into literary, and student-corps leadership activities. Eventually, in 
1885, he earned a graduate degree (fil. lic.), a small step short of a doctorate, 
in mathematics and physics, but after that he went abroad and for a period of 
five years concentrated on economics. 

What determined his change of career was a popular lecture he gave in 
1880 on the means of preventing alcoholism. It ended in a neo-Malthusian 
plea for early marriages, with children limited to two or three by voluntary 
application of contraceptive birth control. This caused him much adverse 
publicity and forced him, in defense, to devote his time to studies of the popu- 
lation question and related social problems. 

Toward the end of his foreign studies (in England, Germany, Austria, and 
France), he entered into a “conscience” or companionate marriage with a 
Norwegian lady, Anna Bugge, who bore him two sons and remained his loyal 
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wife and companion for life. Since his marriage was a private agreement, with- 
out civil or church sanction, it added to his notoriety and to the refusals of 
academic positions he hoped for on his return to Sweden. In 1895 he completed 
his doctorate in economics at Uppsala only to find that he needed an addi- 
tional degree in jurisprudence to qualify for a professorship. This he completed 
after another two years of intensive study, 1897-99, whereupon he was ap- 
pointed a docent in economics and fiscal law. Next year, 1900, he became an 
assistant professor of these subjects at Lund University, where, after many 
trials and tribulations, in 1902 he achieved a tenure position, and a full pro- 
fessorship in 1904. He finished his short academic career at Lund in 1916. For 
most of the remainder of his life as a professor emeritus he participated in the 
monetary and tax investigations called for by the Parliament in the period 
1917-23. 

The crucial years in his life were the decade after 1890, during which he 
spent much energy on propaganda for neo-Malthusian principles. Up to 1886 
he had financed his studies from his father’s estate and by some teaching and 
writing of his own. Most of his foreign studies were supported by grants from 
a Swedish foundation. But when he returned to Sweden in 1890 with a young 
family on his hands, he found most avenues of employment, academic and 
otherwise, closed to him. So he eked out a meagre subsistence by making popu- 
lar lecture tours in the Scandinavian countries, speaking for the reforms indi- 
cated above. In addition he served as a correspondent for a number of Swedish, 
Norwegian, and Finnish papers. 

At one time, in the mid-1890’s, he was on the verge of settling on a career as 
an obscure journalist. In his pressing circumstances he was sorely tempted to 
become the editor of a small Swedish daily or London correspondent of a larger 
paper, when these opportunities presented themselves. But he persisted in his 
poverty, combining serious scientific work in economics with propagandistic 
activities. It should be remembered that it was in these troubled years that he 
earned his doctorate and wrote his first three major works on economics, Value, 
Capital, and Rent (1893), Finanztheoretische Untersuchungen (1896), and 
Interest and Prices (1898). 

What added to his many difficulties was that he attacked what he conceived 
as social injustice in its various forms vigorously, sometimes tactlessly, without 
caring about personal consequences, At crucial times, such as when his appoint- 
ment at Lund was under consideration, he felt it a matter of duty to speak up 
for the truth, mostly unpopular truths, although he knew that the adverse 
publicity which almost always resulted from his appearances would jeopardize 
his career and solidify the opposition of administrators and conservative col- 
leagues alike to his appointment, which was made nonetheless. 

Because of his tendency to be the gadfly, the rebel, on the one hand, and 
the calm, objective social scientist on the other, he has been interpreted as a 
man of split personality. Gardlund shares this perspective to some extent but 
finds him to be more like the hero, Brand, in one of Ibsen’s early dramatic 
poems. As Gardlund puts it: 


We have no clear evidence that: Brand served as the model he chose for 
his life. Yet his life was moulded according to this character of Ibsen’s. 
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Like Brand he suffered “intimations of lack of harmony between life as it 
is and as it ought to be.” Just as Brand, he rejected all compromise with 
the existing order of things, and he always felt himself facing choices 
which must lead either to victory or to defeat and castigation. Like Brand 
he placed the highest moral requirements on himself but also asked for 
heavy sacrifices from others. (P. 372.) 


Although many of the reforms he had fought for in younger days had been 
achieved or were on their way to realization, toward the end of his life Wicksell 
was a lonely and somewhat pathetic figure. He resented old age and the de- 
bilities it brings. He died rather suddenly in May 1926 from an internal ail- 
ment complicated by pneumonia. 

In this reviewer’s opinion GArdlund’s biography, especially in translated 
form, will be a valuable addition to the too scant literature available on the 
lives of the world’s great economists. 

Cart G. 


University of California, Riverside 


Volkswirtschaftliche Regelungsvorginge im Vergleich zu Regelungsvorgangen 
der Technik. Edited by Hersert Geyer and Winrriep Oppert. (Mu- 
nich: R. Oldenbourg. 1957. Pp. 143. DM 16,80.) 

In March 1955, the Control Systems Division of the Association of Ger- 
man Engineers (VDI-VDE) held a meeting in Essen that was entirely devoted 
to Economic Control Processes in Comparison with Technological Control 
Processes. This book, under the corresponding title, is an (apparently incom- 
plete) collection of papers presented there. 

Winfried Oppelt, a well-known author on servomechanism theory, gives a 
limpid introduction to the essentials of feedback amplifier design, exemplified 
by the thermostat, automatic blood pressure control in mammals, and a simple 
hog-cycle cobweb. He also explains proportional, integral, and differential 
stabilization policies and the Nyquist-diagram technique—material that the 
English-reading economist is likely to know from A. W. Phillips’ articles in the 
Economic Journal of June 1954 and June 1957, and from Arnold Tustin’s 
Mechanism of Economic Systems (London, 1953). 

Herbert Geyer admittedly derives from the same sources and gives, in 
servomechanism language, a plausible reinterpretation of some macroeconomic 
theories from Frangois Quesnay to J. M. Keynes. Beside a rudimentary dis- 
cussion of dynamic stability conditions, there is an intelligent reconstruction 
of David Ricardo’s theory. 

Definitely more than derivative is a contribution by C. Fohl, a one-time 
mechanical control-system engineer whose Geldschdpfung und Wirtschafts- 
kreislauf (Leipzig, 1937) is recognized to have paralleled, if not preceded, some 
Keynesian innovations. Resuming his old theme, the dynamic analysis of real 
and money circular flows, Fohl is quite modest about his original contribution 
and very generous to other innovators of the ’thirties like Ragnar Frisch and 
Michal Kalecki. In a frankly eclectic fashion, he tries to synthesize, with the 
help of “information flux designs,” virtually all better-known constituents into 
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a workable “general” model of the economy. Fohl’s familiarity with the perti- 
nent non-German literature and his technical facility are impressive. 

A brief survey of the mathematically more involved tools, such as the La- 
place transform, for tackling servomechanism problems quantitatively is given 
by H. Tischner. 

An econometric linear model of (some aspects of) the German economy ca. 
1948-1951 is worked out by Rudolf Henn. It is somewhat marred by an in- 
felicitous expository apparatus and is too aggregative to “sell” the main mes- 
sage of the book. 

Karl Forstner discusses continuous and discrete models—that is, differential 
and difference equations—and develops a dynamic monopoly model that is 
serious, if conventional, mathematical economics. 

Klaus-Jiirgen Lesemann, who is affiliated with the computation center of the 
Technische Hochschule at Darmstadt, discusses the solution of economic con- 
trol problems with the help of analogue and digital computers, their main fea- 
tures and comparative advantages. Also, the inventory-oscillation model of 
N. F. Morehouse, R. H. Strotz, and S. J. Horwitz (/conometrica, October 
1950) is adapted as an illustration. 

This was a truly interdisciplinary effort and a successful one. Indeed, the 
fact that the meeting was sponsored by engineers, and the quality of the out- 
come, put professional economic organizations to shame. One has to know the 
German economic scene with its prevailing antipathy to modern tools in order 
to appreciate the merits of this book. If in recent years a comparably sophisti- 
cated and sound contribution to macroeconomic dynamics has appeared in 
Germany, I should like to see it. 

M. FeEts 


University of California, Berkeley 


Introduction to Keynesian Dynamics. By Kennetu K. Kurinara, (New 
York: Columbia University Press. 1956. Pp. 222. $4.50.) 

This volume presents an exposition of the short-term and long-term aspects 
of modern aggregative theory. The examination and discussion of formal 
models is the heart of the work; there is, consequently, heavy reliance on dia- 
grammatic and, especially, on algebraic techniques. The algebra is elementary 
and should pose no problems of comprehension to graduate students. Pro- 
fessor Kurihara focuses sharply on analytical material: empirical issues and 
policy instruments are deliberately given scant coverage. 

Considerable stress is placed on the underlying unity of the theories of 
fluctuation and growth. The common foundation of both parts of macro- 
economics consists of the basic building blocks of Keynesian economics, which 
are presented in Part I. There, the reader is led through a review of Keynesian 
statics in successive chapters devoted to the consumption function, marginal 
efficiency of capital, and liquidity preference, respectively. Part I concludes 
with a chapter called “The Savings-Investment Adjusting Function,” which 
provides a sturdy bridge to carry the reader into the discussion of dynamics. 
The analysis of Part I is thoroughly competent; the chief complaint is that it 
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displays excessive devotion to chapter and verse of The General Theory. While 
the author refers occasionally to recent developments in the literature, his 
Keynesian statics is distinctly of 1936 vintage. The omissions include material 
that seems particularly germane to a work which endeavors to relate cyclical 
and secular phenomena. For example, there is no discussion of the theoretical 
explorations designed to account for the paradoxical long-run constancy of the 
average propensity to consume. 

Part II of the book is a discussion of short-run fluctuations. An outstanding 
feature of this section is its curious treatment of the acceleration principle. The 
accelerator equation is presented (p. 102) as: 


I, = — Yo) + 


where the subscript 0 refers to a given base period. Whatever its appearance, 
this equation posits level-induced—and not change-induced—investment. In 
fact, as the author recognizes, it introduces the “marginal propensity to in- 
vest,” rather than the usual accelerator. One need not love the acceleration 
principle, but one should examine it in a work of this kind. Kurihara’s sole 
recognition of this responsibility is contained in a brief passage (p. 107) where 
he obliquely criticizes an alternative formulation of the accelerator for imply- 
ing rigidity in the ratio of capital to labor. Given the author’s views, it is diffi- 
cult to understand why he should wish to confer the name “accelerator” on an 
imposter with a striking algebraic resemblance to the usual concept. A straight- 
forward exposition and critique of the conventional accelerator would have 
been preferable. 

The fuzziness concerning levels and changes extends even to the notation of 
Part Il. The symbol, AX, refers both to changes in the variable from the pre- 
ceding period (i.e., X; — X+¢-,) and to deviations of the variable from its base- 
period level (i.e., X, — X.). This is, indeed, confusing notation: the author 
himself is led astray and presents incorrect numerical entries in several columns 
of both Tables 7 and 8 (pp. 100, 105). 

Through much of the chapter on the dynamics of inflation, the saving and 
investment functions are specified in money terms. At last, the author enter- 
tains the possibility that the appropriate relationships are those in real terms; 
and he notes the explosive implications of such a system (p. 135). However, 
he then defends the convergent “money illusion” system (p. 138), invoking the 
support of income redistribution. The argument is unconvincing-—-as it must 
be, since this issue cannot be settled on a priori grounds. If the author em- 
ployed the “money illusion” functions consistently, he would be committed to 
espouse wage and price flexibility as an antideflationary weapon. However, 
when this issue is discussed in the concluding chapter of Part II, the relation- 
ships are presented throughout in real terms. The exposition of the Pigou 
effect in that Chapter is clouded by the author’s eagerness to attack the thesis. 

Part III, which deals with economic growth, contains some effective discus- 
sion of Harrod-Domar models and their implications. On the other hand, it 
has some questionable features. The views are markedly stagnationist: at times, 
growth of productive capacity in a highly developed economy is portrayed as 
though it were an unfortunate phenomenon whose prime consequence is to 
complicate the task of maintaining full employment (cf. pp. 185-90). In 


iy 

wig 

yt 

4 

32 

# 

iby 

| 
ae. 

ay 

i 

a 


BOOK REVIEWS 1017 


another display of stagnationist leanings, the stability of an economy is care- 
lessly equated to its immunity from depression (pp. 173-76). Also, the views 
on production theory stand in sharp contrast to those expressed earlier in the 
work. While the assumption of fixed proportions among inputs was treated as 
anathema in Part II, it is readily accepted (p. 180) and employed throughout 
Part III. In fact, there is excessive concern with rigidity, immobility, and mal- 
adjustments in the structure of production (pp. 201-02, 206, 209); the po- 
tential role of the price mechanism in alleviating these problems is nowhere 
considered. 

All in all, Kurihara’s work is well conceived and well organized. However, as 
indicated above, the details of the book are not equally satisfactory. Many 
sections seem either excessively (and, on occasion, inconsistently) doctrinaire 
or else just not sufficiently careful and precise. 

ArTHUR M. OKUN 

Yale University 


Economic History; Economic Development; 
National Economies 


Essays in Canadian Economic History. By Harowp A. INNts. Edited by MAry 
QuayLe INNis. (Toronto: University of Toronto Press. 1956. Pp. viii, 
418. $8.50.) 

If Canada’s economic history has on the whole been better written than that 
of any other new country, this is mainly because of the work and influence of 
Harold A. Innis. The American Economic Association recognized this contribu- 
tion in electing him to its presidency, and its members will be grateful to Mrs. 
Innis and to the University of Toronto for making available this collection of 
his essays. 

The scope of the volume is wider than its title; and the papers, presented 
chronologically, cover the span from 1929 to 1948. One of the earliest inter- 
prets the work of Thorstein Veblen in terms of the struggle of “the practical 
wheat farmer” against the metropolitan economy as well as the rise of the 
machine industry. The final essay is a Canadian’s warning to a British audience 
against American imperalism. The author was no less severe with many of the 
policies of his own country and was uncompromising in his defence of the 
dignity and integrity of the economist’s profession against what he considered 
the corruptions of political involvement. Ghost-writing scholars were, he said, 
“stuffing the shirts of their betters”; and he told a political party gathering 
that the economist’s assumption “that he can compete with demagogues .. . 
has proved to be palpably wrong, except to those economists who have become 
demagogues themselves in the competitive process.” 

“A philosophy applicable to the economic history of new countries” is laid 
down in the first paper and followed consistently throughout. Like Guy Stevens 
Callender, who described the dominance of external commerce as the essential 
characteristic of a colonial economy, Innis declared that “the development of 
a new country means above all things continued relations, especially trade, 
with the old country.” For Canada this meant, at the beginning and throughout 
much of the later development, the production of staple products for the Euro- 
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pean and primarily the British market. Innis accordingly became the historian 
of Canada as a staple-producing economy. In analyzing the succession of ex- 
port trades—fish, fir, timber and in later decades gold, wheat, paper and pulp, 
and the baser minerals—-he handled with sure touch the factors of resource, 
technique and market. Fur as a product of high value in relation to weight and 
bulk could be carried upstream and over portages. White pine could be floated, 
thanks to its low specific gravity, but only downstream on the major rivers. 
The uneven weights of inbound and outbound shipments, leading to what Innis 
called “unused capacity,” had unexpected consequences. Cargoes of fur were 
lighter than the goods needed to provision the trade, and the heavier loads had 
to be forced upstream on the St. Lawrence and the Ottawa. The discrepancy 
led to early efforts to promote agricultural settlement. Timber on the other 
hand was large in bulk and low in value, and in this case the discrepancy had 
the important effect of encouraging immigration. “Large numbers of settlers 
were brought out in preference to ballast.” This suggestive analysis of “unused 
capacity as a factor in... economic history” would find numerous applications 
in the United States—and a recent illustration in the building of New York’s 
Kast Side Drive on fill from the rubble of war-bombed Bristol! 

The different staples had varying effects on the structure of economic and 
political organization. Fur was a centralizing force. But when Innis turned 
from his studies of the fur trade and of the Canadian Pacific Railway, which 
also was octopoid and monopolistic, to the fisheries of the Maritimes, New- 
foundland and New England, he found a very different situation. Here the 
relatively small size of the ships, the modest capital requirements, the large 
number of ports, and the variety of nations and authorities, fostered greater 
reliance on individual initiative and led to decentralization and greater 
democracy. 

All the staple trades shared the common element, in Innis’ view, of great vul- 
nerability to depression and other changes in external markets. Moreover, the 
shifts from one staple to another exposed Canadian development to marked 
irregularity and recurrent difficulties of adjustment. Partly because of these 
circumstances and partly as a means of defence against economic absorption 
by the United States, governmental authorities in Canada were particularly 
prone to economic intervention. Demands for such action led to constitutional 
changes, and Innis interpreted the union of Upper and Lower Canada pri- 
marily as a means for financing improvements in the St. Lawrence system to 
counter New York’s success with the Erie Canal, and confederation itself as 
largely a fiscal device for the support of a transcontinental railway 

The main lines of this contribution were filled in by 1937. A number of the 
later papers are prefaces to the books of other scholars. Innis’ own work pre- 
sents penetrating comments, but not major research, on “the new industrialism 
in the hydro-electric power, mining and pulp-and-paper areas” and on the 
vastly increased importance of the relations between the Canadian and Ameri- 
can economies. In one of the later essays, the successive gold-rushes in the 
various Pacific areas from California to Ballarat to the Yukon, treated under 
the title of “Liquidity Preference,” provide the starting point for an extraor- 
dinary account of the current of world trade and development. In this the 
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impact of Argentine beef on the market for New Zealand meat and in turn of 
New Zealand butter on the Canadian dairy industry are examined with the 
same zest with which the author’s early work explored the relations of Can- 
adian fish and fur to Virginia tobacco, Caribbean sugar and the treasure of 
Mexico and Peru. Both demonstrate the richness of the endowment which he 
might have brought to more extended ventures in comparative economic 
history. 

In filling his role as “the father of Canadian economic history,” Innis com- 
bined, to a quite unusual degree, the functions of painstaking original research 
and of illuminating generalization. His books give full place to both. They will 
not be superseded by the present volume, but the best of its essays present in 
very brief compass the conclusions won by years of patient and productive 
labor. 

CARTER GOODRICH 


Columbia University 


Science and Economic Development: New Patterns of Living. By RicHarp 
L.. Meier. (New York: John Wiley & Sons and the Technology Press of 
Massachusetts Institute of Technology. 1956. Pp. ix, 266. $6.00.) 

This is a remarkable book: a weighty contribution to the theoretic solution 
of the excruciating dilemma facing the majority of mankind who inhabit the 
underdeveloped countries. Dr. Meier, a natural scientist, approaches his task 
in the true spirit of daring scientific inquiry. Realizing that “the hardship that 
much of the world feels today can be attributed to a large extent to the in- 
ability to use resources to build production to meet the growing needs” (p. 26), 
he avoids the pitfall of taking for granted the conditions that give rise to that 
inability and of thus bogging down within the narrow confines of what is. 
Yet, although allowing his imagination to transcend what is “natural” and 
sanctified by tradition, he escapes the danger of being carried away into, the 
realm of science fiction and of losing relation to the real world. Stating with 
admirable clarity the available possibilities for overcoming the existing misery, 
he lives up to the basic injunction upon all historically relevant and forward- 
looking scientific thought which demands “not only the establishment of risks 
and trends, but also the formulation of new utopias that are consonant with the 
resources at the disposal of society” (p. 226; italics added). 

It is to the specification of such “realistic utopias,” to the study not only 
of what exists but also of what is attainable that the book is primarily directed. 
Visualizing concretely the goals of economic development efforts, the author 
elaborates a global balance sheet of requirements and possibilities for their 
satisfaction, considering in turn the structure of human needs, the size of the 
population, the volume and nature of available resources as well as the tech- 
nology of their utilization. In examining the material conditions for health and 
personal efficiency, Meier employs the fruitful concept of essential consump- 
tion—-dubbing it “Minimum Adequate Standard of Living”—and estimates, 
for the first time to my knowledge, specific quantities of different resources 
required to provide for it. By extrapolating the present rate of population 
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growth and by making due allowance for modifications likely to result from 
the process of economic development itself, he arrives at an estimate of the 
approximate number of people whose needs will have to be met in the foresee- 
able future. 

Although it is valuable, this part represents merely an introduction to the 
truly fascinating discussion of the available physical potentialities for economic 
progress. Scrutinizing the possibilities for a vast and rapid expansion of the 
world’s supply of food and fuel, Meier breaks new ground and makes some of 
his most important and constructive suggestions. With regard to food, he 
stresses two points. One is that even if the present composition of food output 
should remain unchanged, the world’s supply of food could be nearly trebled. 
Secondly, if feasible shifts in the structure of food production (and consump- 
tion) were introduced—in particular by large-scale cultivation of algae and by 
a strong emphasis on pisciculture—the expansion of the food supply could 
assume even larger proportions. Once the technological revolution in our food 
economy has taken place, “the present achievements of science can make the 
chronic food shortage an obsolete limitation upon human numbers and wel- 
fare” (p. 73). 

Even more far-reaching in their implications are the opportunities in the 
other main sector of the economy: the energy supply. There the developments 
in thermonuclear physics are so momentous that concern over an impending 
exhaustion of energy sources becomes groundless. Quite apart from solar 
energy, the utilization of which is practicable in a number of ways, “there is 
enough energy in the earth to maintain a high level energy-using civilization 
on a world scale for an age much longer than the recorded history of man” 
(p. 96). 

The exploitation of these immense opportunities is predicated upon fulfill- 
ment of several conditions. In the first place, it calls for a commitment ‘co a 
strategy of economic development that breaks with outworn concepts both in 
economics and technology, and is in full correspondence to the attained state 
of scientific knowledge. This implies clear recognition that rapid and large 
increase of output can be secured only via massive industrialization accom- 
panied by thorough modernization of agriculture—both based on a scientifi- 
cally considered composition of output and the most advanced methods of pro- 
duction. “The most efficient pattern of industrialization now available to large 
societies emphasizes the use of continuous-flow processes and automation as 
much as may be economic in any developed part of the world” (p. 238). This 
in turn demands large-scale investment in new plant and facilities which can 
be provided only by a determined social effort. “In order to obtain conditions 
for the most rapid growth, all income beyond the necessities of life ought to 
be saved in order to be expended upon the capital goods and services most 
useful to a program for building up productivity” (p. 159). With regard to the 
commonly encountered objection that the underdeveloped countries are too 
poor to generate the required saving, Meier validly observes that “the world 
has been overmuch impressed by the tales of capital shortages in underdeve- 
loped areas. It should be emphasized that the world ‘as the industrial capacity 
to produce this equipment” (p. 221; italics in the original). 
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The maintenance of the Minimum Adequate Standard of Living, giving 
room for maximal accumulation of capital, requires at the same time a pur- 
poseful restructuring of prevailing consumption patterns. Since “an over-all 
improvement in diet depends upon the modification of tastes so that new and 
more available foods will be accepted” (p. 231), and since such “a change [is] 
merely a matter of astute education and propaganda” (p. 66), an energetic 
drive aiming at remolding eating habits could go a long way towards creating 
an equilibrium between the demand for and the supply of food. Similar modifi- 
cations of people’s preferences in the realm of housing, transportation, and 
recreation have to be induced by a conscious campaign of demonstration and 
persuasion. “In a contemporary society which manages to provide a relatively 
adequate standard of living . . . somewhere between 25 and 40% of all energy 
is committed one way or another to transport” (p. 123). Such a utilization of 
energy is highly irrational and can be avoided by a sensible spatial distribution 
of places of work, residence, and recreation, by sharply reduced reliance on 
automobiles, and correspondingly increased emphasis on public conveyances, 
cycles, etc. 

It goes without saying that such a concerted endeavor at economic and social 
reconstruction is only conceivable if guided by a comprehensive plan (p. 239). 
Yet it is in the treatment of this—fundamental—condition for the materializa- 
tion of his “realistic utopias” where Meier’s discussion lacks the precision and 
concreteness which distinguish the rest of his book. Although recognizing that 
the guidance of the development effort by a planning authority serving the 
interests of society as a whole would be tantamount to a “displacement of 
the landholding aristocracy and the established old-line mercantile groups from 
the centers of power” (p. 203), he apparently assumes that the ruling classes 
to be displaced will cheerfully submit to such a ‘“‘re-arrangement.” While cor- 
rectly observing that if, under conditions prevailing in underdeveloped capital- 
ist countries, “the national income were markedly increased, it is highly prob- 
able that this would lead to an orgy of spending for land, luxury housing, auto- 
mobiles, refrigerators and other symbols of higher social status and wealth” 
(p. 159), he surprisingly remarks that “the question of who owns the capital 
is nowadays almost irrelevant ...”’ (p. 211). 

This creates a certain sense of imbalance. The author’s conspicuous neglect of 
the role played by interests in the socio-economic process makes it possible to 
discount his work as reflecting naive rationalism or the spirit of technocratic 
speculation. Such criticism may to some extent be deserved; but it should 
not be taken to detract from the outstanding merits of the book. Although 
failing to discern the powerful forces obstructing economic and social progress, 
the author demonstrates strikingly what could be accomplished given a more 
rational social order. The book should be widely read not only in the West, 
it should be translated into the languages of the underdeveloped countries and 
studied with the utmost attention by those who are concerned with planning 
and administering their economic and social development. 

A. BARAN 
Stanford University 
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Poona: A Re-Survey. The Changing Pattern of Employment and Earnings. 
By N. V. Sovani, D. P. Apte and R. G. Penpse. Publication No. 34. 
(Poona: Gokhale Institute of Economics and Politics. 1956. Pp. xl, 555. 
Ks. 15 or $3.50.) 

In 1936-37 a broad socio-economic survey was made of Poona.’ In the 
following years, Poona underwent a very rapid growth in population. To 
determine the economic consequences of this growth for living standards, 
earnings, employment, etc., a resurvey was made in 1953-54. The present 
volume is a summary of the findings of the resurvey and a comparative analysis 
of Poona’s situation in 1954 with 1937. The resurvey (hereafter called the 
survey) was made from a 4 per cent random sample of families holding ration- 
ing cards; after adjustments this yielded a sample of 5,601 families. 

The book presents detailed information concerning family composition, edu- 
cation, occupation, income, housing, labor-force participation and unemploy- 
ment of the population sampled. These various characteristics are tabulated 
with such a large number of “cross-breaks,” that to attempt a synopsis would 
be like summarizing a telephone book. Suffice it to say, anyone interested in 
such statistics for an Asian city will do well to consult this volume. 

In the 10-year period preceding the survey, Poona underwent a great expan- 
sion of population largely due to immigration. In the interval 1937-1954, the 
percentage of manual workers in the Poona labor force declined. This partly 
reflected a relative increase in unemployment, but it also resulted from a sub- 
stantial relative increase in salaried persons, especially in government employ- 
ment. Indeed, the authors contend (p. 494) that in Poona, private employment 
has increased only in response to the increase in governmental activity. 

Poona’s population growth apparently outpaced the rise in labor demand, 
for the percentage of unemployed job-seekers increased (pp. 316-22.) In 
1953-54, 8.9 per cent of the “labor force” was unemployed (Table 4.3, p. 308) ; 
of these 35.5 per cent were looking for employment for the first time. Of all 
unemployed job-seekers (having previous job experience) 66 per cent had been 
unemployed for more than 6 months and 49 per cent for more than a year 
(Table 4.2, p. 307).2 As might be expected, the unemployed were dispro- 
portionately drawn from the ranks of the unskilled. The percentage of the 
population in gainful employment declined from 1937 to 1954, as the per- 
centage of earners fell from 32 per cent to 29 per cent. This decline was due 
in good part to a sharp reduction in child labor which was (in part at least) 
related to a broadening of popular education. 

The increase in unemployment (between 1937 and 1954) is consistent with 
the authors’ argument that the economic well-being of most Poona residents 
declined between 1937 and 1954. They contend that the percentage of families 


*Poona—A Socio-Economic Survey. Part 1: Economic, by D. R. Gadgil. Gokhale Inst. 
Pol. and Econ., Pub. No. 12 (Poona, 1945) and Poona—A Socio Economic Survey. Part 
II. By D. R. Gadgil, Gokhale Inst. Pol. and Econ., Pub. No. 25 (Poona, 1952). Poona is a 
city of about a half million (circa 1951) located about 90 miles southeast of Bombay. 

* These figures, and the even more startling ones for longer periods of continuous unem- 
ployment (i.e, abeut 20 per cent had been unemployed for between 4 and 10 years!) 
are questioned by the authors themselves (p. 306). 
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whose incomes were insufficient to purchase certain budgets labeled “Poverty 
Line” and “Destitution Line” increased between 1937 and 1954 (pp. 439-57). 
However, their argument involves the slippery concept of “equivalent adult 
units” and the questionable assumption* that the appropriate quantity weights 
in consumer budgets were the same in both years. The figures on housing 
(Ch. 5) leave no doubt but that housing services per person declined during 
the period; i.e., number of persons per room increased appreciably (pp. 406- 
07).4 

The distribution of both annual earnings and family incomes tended to 
become more equal’ between 1937 and 1954. This was due to a slight tendency 
toward reduction in the inequality within occupational classes and, to a greater 
extent, to a reduction in income dispersion among occupational classes.* This 
decline in inequality is not very carefully analyzed, and the factors contrib- 
uting to it are left obscure. However, it would seem likely that the sharp 
decline in the percentage of casual workers—-as compared with salaried em- 
ployees—would be one factor working in this direction. That is, the relative 
decline in casual employment tended to benefit the lowest annual earners most.’ 

There is information on the life-income cycle in Poona and also on occu- 
pational mobility, among generations. The material on occupational mo- 
bility, like that on income, occupation, education, etc., is cross-classified by 
social strata; e.g. Brahmins, Weaving Castes, Parsis, etc. Suffice it to say, it 
merits the careful attention of anyone interested in these subjects. 

I found this to be a fascinating book. Its wealth of raw material can hardly 


help but enrich our knowledge of the comparative economics of developed and 
underdeveloped areas. Of course, Poona is not India. In his introduction, Gadgil 
remarks (p. iv) “Many of the results of the re-survey also appear to have 
significance for the Indian economy in general.” This is undoubtedly true, but 
to draw valid inferences from Poona to India as a whole requires a detailed 
knowledge of both that is far more likely to be possessed by the members of 


* Especially since there was a sharp increase in persons per square foot of housing (floor 
space) and an accompanying increase in family size 

‘This statement holds for all apartments of less than five rooms, but not for the open 
end class of five rooms and over. 

* As measured by the relative interquartile range. 

* Despite this decline, the inequality of earnings in Poona was far greater in 1954 than 
in the United States in (say) 1951. For example, the relative interquartile range for un 
skilled manual workers was 1.19, for skilled manual workers was .85 and for highly-skilled 
and supervisory manual workers was .91 (computed from Table 8.3, p. 503). In the United 
States the corresponding statistic for craftsmen, foremen, operatives and kindred workers 
was .53. In Poona, the relative interquartile range for lowest professions, primary teachers, 
etc., was .51; for clerks and shop-assistants, 65; for intermediate professions, secondary 
teachers, etc., .75 and for higher professions and salaried posts, 1.09. In the United States, 
for salaried professional and technical workers, and sales workers, the statistic was .54 
The reader will note that the US. categories are broader than those for Poona and hence 
tend to exaggerate (relatively) the U.S. income dispersion. U.S. figures are computed from 
H. M. Miller, Income of the American People (New York, 1955), Table 7, p. 24. 

* This statement, I suspect, would be reversed if the lower percentile considered were 
the decile rather than the quartile. However, the detailed income figures for 1937 were not 
included in this volume, and the authors do not attempt the calculation themselves 
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the Gokhale Institute than by any foreigner. It is therefore earnestly to be 
hoped that there will soon appear an essay on the socio-economic structure of 
India in the light of the Poona resurvey. 


M. W. REDER 
Stanford University 


Historia Moderna de México, la Republica Restaurada: la Vida Econémica. 
By Francisco R. Cacperon. Introduction by Daniel Cosio Villegas. 
(México. Editorial Hermes. 1955. Pp. 812.) 

It is gratifying that Mexican economists are beginning to take an active 
interest in the neglected subject of Mexican economic history. The field is a 
difficult one in which to work. Secondary literature to guide the investigator is 
scarce, primary materials for the most part have to be sought in semi-organized 
archival collections, statistics are fugitive and often unreliable. Mr. Calderén, 
a young economist on the staff of the Bank of Mexico, is to be commended 
for undertaking a study in a field in which the going is bound to be rough. 

The result, however, is disappointing. The book, containing over 700 pages 
of text, deals with the ten-year period 1867-1876, the so-called ‘Republican 
Restoration” of President Judrez and his immediate successors. It has the ap- 
pearance of an exhaustive summary of documents, in which the setting down 
of details seems to be an end in itself. Passages of interpretation are not 
lacking, but they are scattered through the mass of detail and they tend to 
be casual and truncated in nature. The value of Calderén’s work is found in 
the materials he has assembled. Perhaps he himself will make more effective 
use of them later on; but at any rate other scholars exploring Mexican eco- 
nomic history of the last hundred years can be expected to turn to account 
the information he has worked so hard to collect. 

SANFORD A. Mosk 

University of California, Berkeley 


Venezuela: Politica y Petréleo. By ROmMuLO Betancourt. (Mexico, D. F.: 
Fondo de Cultura Economica. 1956. Pp. 887.) 
Venezuela has the reputation of being the “richest little nation in the 
world.” During the last two decades it has become the second largest pro- 
ducer of “black gold” and the world’s largest oil exporter. These facts are 
known to any reasonably well-informed person. However, Betancourt tells the 
things about Venezuela which are not so generally known. 

Romulo Betancourt, a former president of Venezuela, is a profound student 
of his nation’s history and problems. In this volume he has written an exceed- 
ingly well-documented, if frequently passionate, study of the Venezuelan oil 
industry and the effect which it has had on the economy, social life and politics 
of the country. 

Betancourt draws a dismal and really shocking picture of the way in which 
the Venezuelan c'l industry got started during the twenty-seven year dictator- 
ship of Juan Vicente Gémez, who ran his country as if it were his private 
estate. Although the dictator and his camarilla benefited greatly from granting 


ir 
Ente: 
|| 
|| 
BS 
=. 


BOOK REVIEWS 1025 


concessions, and the oil companies were able to operate under what were for 
them exceedingly favorable conditions, neither Gomez nor the British and 
American oil companies were much concerned to see that the great mass of the 
Venezuelan people should participate in the returns of the industry. 

In the decade after the death of Gomez the most vigorous voices demanding 
that the country “sow petroleum” and use it to build a richer and more stable 
economy for Venezuela were those of Rémulo Betancourt and his associates 
in the Democratic Action Party, which came to power in October 1945. Betan- 
court devotes a large part of his book to a description of the way in which the 
regime which he headed sought to increase Venezuela’s participation in the 
benefits of petroleum and to make sure that the returns from the industry were 
used to create a more diversified economy. 

He immediately negotiated with the oil companies the famous 50-50 arrange- 
ment, which has since become generalized throughout the international oil in- 
dustry. The effect of this was vastly to increase the income going to the govern- 
ment from the oil industry. Thus in 1947, when Venezuelan oil production was 
130.9 per cent of 1938 output, government income from production was 621.2 
per cent of the 1938 return. This amounted to some 814.5 million bolivares, in 
1947, though if the pre-1945 terms had still been in effect the government’s 
return would have been only 554.9 million bolivares, according to Betancourt. 

The Democratic Action regime invested these funds in an extensive program 
to “sow petroleum.” In the field of agriculture the government, through the 
Agricultural Bank and the Venezuelan Development Corporation (established 
by the Democratic Action regime) developed a large program of loans to small 
agriculturalists. The Development Corporation also began a program of irriga- 
tion to bring water to the large areas of Venezuela which needed it. The Insti 
tute of Colonization laid plans—-which it had just begun to fulfill when the 
Democratic Action regime was overthrown—for settling Venezuelans and im- 
migrants on some of the extensive government agricultural properties. 

In the field of manufacturing, the government’s Industrial Bank was given 
vastly increased funds to lend to Venezuelans interested in setting up new 
manufacturing enterprises. In the field of heavy industry, the government was 
negotiating with the U.S. companies extracting the country’s iron ore for 
the establishment of an iron and steel company, under government ownership. 

Extensive steps were taken to improve the living standards of the average 
Venezuelan. The government encouraged a policy of wage increases in private 
industry, including the oil industry, a policy which it carried out with its own 
employees. The educational system was rapidly expanded, with particular 
emphasis on teachers colleges. The health program was notable, as was the 
Democratic Action administration’s housing policy. Instead of concentrating 
housing activities in Caracas, the regime built workers’ homes in most pro- 
vincial cities, and greatly increased the number of units built. 

The Democratic Action government was ousted by the army in November 
1948 when Betancourt’s successor, Rémulo Gallegos was overthrown. Accord- 
ing to Betancourt, most of the policies launched by his party’s administration 
were either allowed to lapse or were reversed by the military dictatorship. Like 


ity 
7 
| 
a 
ie! 
| 
My 
Te 
| 
i 
3 


1026 THE AMERICAN ECONOMIC REVIEW 


dictatorial regimes which preceded them, the army rulers have concentrated 
on a spectacular building and public works program in the capital instead of 
a program designed to create a more diversified economy. Betancourt is partic- 
ularly critical of the army regime’s petroleum policy. He accuses this adminis- 
tration of not seeing that the 50-50 agreement is carried out. He also attacks 
the military government for reversing the Democratic Action policy of not 
granting new concessions. His charges about the influences which the oil 
companies have brought to bear in order to get new concessions do not make 
a pleasant story. 

This is one of the most serious and important books about a Latin-American 
economy to appear in many years. 

Robert J. ALEXANDER 
Rutgers University 


Statistical [Aethods; Econometrics; Social Accounting 


Regional Income. Studies in Income and Wealth, Vol. XXI. (Princeton: 
Princeton University Press, for National Bureau of Economic Research. 
1957. Pp. x, 408. $8.00.) 

This volume consists of ten papers which were prepared for the Conference 
on Research in Income and Wealth held in June 1955, together with the com- 
ments of conference participants. It presents not only a discussion of the many 
problems involved in using regional income data, but also points up the value 
of the regional approach in economic analysis. 

The ten papers have been divided into three major groups. Those by Werner 
Hochwald, Harvey S. Perloff, Walter Isard, and Morris B. Ullman and Robert 
C. Klove are devoted to some of the conceptual issues generally involved in 
any study of interregional differences. The papers by Frank A. Hanna, Abner 
Hurwitz and Carlyle P. Stallings, and Edwin Mansfield present the results of 
empirical investigations of interregional differentials. The papers by Lorin A 
Thompson, John L. Fulmer, and Henry S. Shryock, Jr., are concerned with 
problems encountered in the estimation of county income. 

Hochwald discusses lucidly two conceptual difficulties in regional-income 
estimation. He argues that (1) regional sectoring of economic activity may 
only partially coincide with the spatial jurisdiction of institutional transactors 
who can not properly be identified with a particular geographic area, and (2) 
that the operations and institutional transactors may, and frequently do, 
extend beyond the particular region under study. His explorations of the 
possibilities of estimating regional income in a manner similar to the national 
accounts is worth considering further. Descriptions of the statistical difficulties 
encountered in regional-income estimation are handled well and one does not 
feel that the problems are insurmountable. 

Some alternative methods of regional-income analysis are suggested in the 
comments on Hochwald’s paper. The value-added method suggested by F. H. 
Leacy has merit in that it does not depend on complicated interregional money 
flows. 

The discussion by Perloff on the decisions that underlie interregional com- 
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parisons is stimulating and thought-provoking. He suggests a dynamic ap- 
proach and presents the concept of “shifting regions” in assessing regional 
progress. While the use of variable regions would require enormous work to 
build up a historical picture for a region each time its coverage was changed, 
this approach offers considerable food for thought and will no doubt be used 
by future regional economists. 

Isard presents an excellent discussion on the value of the regional approach 
to economic analysis. His illustrative materials, drawn from policy problems 
relating to resource use—transportation, tariffs, depressed areas, and monetary 
and fiscal institutions—point up the wide range of problems which can be 
approached from the regional point of view. Isard’s comment that new and 
improved tools, procedures and frameworks are needed in regional analysis 
should serve as a challenge to regional scientists with the “pioneer” spirit. 

The extremely good description of the geographic areas for which data are 
available together with a discussion of the factors which influenced their formu- 
lation and their usefulness for economic studies are presented by Ullman and 
Klove of the Bureau of the Census. Of special interest is the description of the 
proposed division of the 48 states into 9 groups. The difficulties encountered 
in putting “marginal” states in one group or another emphasize the need for 
regional data by smaller areas so that differences within states can be taken 
into consideration. This discussion also highlights the problems encountered in 
attempting a single general-purpose grouping of states. 

In the opinion of the reviewer, the statistical and conceptual difficulties 
encountered in identifying and utilizing a single set of general-purpose regions 
are so great that logic and convenience require the abandonment of the general- 
purpose region in favor of the concept of the region as a spatial grouping of 
selected features. The factors selected for analysis will vary with the purposes 
of the analyst and will change over time. 

The empirical study by Hanna on interstate income differentials adopts the 
framework of the United States as a single economy and looks at the differences 
between states as arising from the varying combinations of skills, industries, 
and resources. The standardization of earnings provi:'es the basis for statistical 
correlation analysis which gives “explained” variation in the statistical sense 
between income and occupations; yet one could not conclude that the spatial 
distribution of occupations was not affected in some way by state boundaries; 
the unexplained variation still remains a crucial problem. Hanna’s use of a 
regression line rather than a line of proportional change to describe changes 
over time in state income seems to rest on solid ground. He is aware of the 
limitations of both cross-section and time-series analysis; he calls the limita- 
tions to the reader’s attention and poses questions still to be answered. 

Hurwitz and Stallings in their paper on “Interregional Differentials in Per 
Capita Real Income Change” develop state and regional price indexes for 
the period 1929-1953. When the price indexes were applied to per capita in- 
come, there was no substantial change in the relative position of most states. 
While this tends to make the authors conclude that nothing was really accom- 
plished by the study, yet the state and city price data presented will be most 
useful to research workers. 
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Mansfield’s paper on city size and income in 1949 indicates that there are 
marked regional differences in the median-consumer-unit incomes within cities 
of approximately the same size. A limitation of the study lies in his use of 
income data for families and unrelated individuals rather than family income. 
However the result—there is marked variation in income in cities of compar- 
able size would undoubtedly not be significantly changed if the latter concept 
were employed. 

Thompson’s discussion of experiments in estimating Virginia county incomes 
from limited current data and relationships from earlier years vividly points 
up the problems and limitations in making estimates for small areas. 

In his paper, Fulmer proposes a method of estimating agricultural income 
for small areas which is based on a regression equation derived from the state 
income payments series and limited current data. Some of the assumptions 
made by Fulmer in his analysis appear to be questionable, for example, that 
the relative productivity of labor as exhibited in farm wages is the source of 
differentiation between agriculture and the rest of the economy, and also within 
agriculture between geographic areas; that all farm labor is paid its marginal 
value product and the operator is paid for his labor at the same rate as hired 
labor. 

The paper by Shryock describes and appraises the methods used by the 
Census Bureau and agencies of the various states for making intercensal esti- 
mates of the populations of local areas. The importance of this type of data 
makes this paper together with the comments on it most valuable for regional 
analysis. 

Morris E. GARNSEY 


University of Colorado 


Economic Systems; Planning and Reform; Cooperation 


Marx et le probléme de la croissance dans une économie capitaliste. By ELIANE 
Mossf. Centre d’Etudes Economiques, Etudes et Memoires, no. 33. 
(Paris: Armand Colin, 1956. Pp. 250.) 

Miss Mossé’s elaborate study comprises two main elements: a painstaking 
recapitulation of Marxian views on the development and the impending down- 
fall of the capitalist system, and a statistical “verification” of these theories 
by comparing them with the actual evolution of the French economy from the 
beginning of the nineteenth century to 1913. The theoretical part which 
occupies slightly more than half of the book is uncompromisingly arid but 
succeeds in presenting, within a relatively small space, the essentials of the 
pertinent doctrines. Miss Mossé rightly notes that the theory of economic 
crises has not been systematically treated by Marx and has been the source of 
confusion and discord among his disciples. According to her interpretation, 
there is nothing fatalistic about the Marxian analysis: “It implies both the 
liberty and the responsibility of man confronted with the evolution of society. 
Capitalism will not collapse by itself in a purely mechanical way: it is the 
conscious will of men, conditioned by their surroundings, . . . that will bring 
about the breakdown of the system . . .” (p. 134). 
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In the statistical portion of her study Miss Mossé deals separately with the 
general indices of economic growth and the transformation of the textile in- 
dustry. She admits that French nineteenth-century statistics are woefully 
inadequate, lacking in precision, and contradictory (p. 226), but she holds 
nevertheless that the forbidding tables, charts, and graphs which clutter her 
pages serve a useful purpose, a contention that some of her readers may hesi- 
tate to accept. The Marxian analysis, according to Miss Mossé, “constitutes 
for the economist—theoretical or practical—an extremely precious intrument 
of research and action in dealing with economic developments. It gives him 
the sense of the possible” (le sense du possible). She admits that Marx “did 
not say everything on the problem of growth of a capitalist economy” (p. 224), 
but she has no difficulty in makinng up these deficiencies by drawing on the 
writings of Lenin and Stalin who are to her the ultimate authority. 

The most striking conclusion which emerges from Miss Mossé’s statistical 
investigation is that the economic status of the French workingman has de- 
teriorated throughout the nineteenth century. This generalization is, of course, 
in agreement with the Marxian theory of the impoverishment of the working 
class, but it runs contrary to the view prevalent in French economic literature 
which Miss Mossé ignores. Emile James, under whom Miss Mossé wrote her 
study, states in his preface that he “refuses to believe that the masses of the 
French workers are more miserable (plus misérables) today than they were in 
1850.” It is unlikely, however, that Miss Mossé would follow his suggestion “to 
go beyond” (dépasser) Marx. Her Marxist-Leninist orthodoxy is as unbending 
as it is ardent. 

MICHAEL T. FLORINSKY 
Columbia University 


Business Fluctuations 


Business Forecasting in Practice—Principles and Cases. By A. G. ABRAMSON 
and R. H. Mack. (New York: John Wiley and Sons. London: Chapman 
& Hall. 1956. Pp. xiii, 275. $6.50.) 

Perhaps, as the authors might put it, we don’t know enough to write trea- 
tises on “principles” of business: forecasting. Certainly the reader will question 
part of the title, for “principles” are notable by their absence. Cases, yes 
six of them—are described in some detail, but nowhere can the reader dis- 
cover “principles.” 

The authors undertook, in preparing this volume, to satisfy two objectives, 
“to give the reader specific information on how forecasts are prepared, in- 
cluding the techniques and reasoning by means of which forecasters reach 
conclusions from available data,” and to “indicate how existing studies of 
business cycle causation could be utilized more fully.” The first objective is 
served by the six cases, the second is served not at all. Causal explanations 
are nowhere to be found. 

Chapters 1 and 2 purport to set the stage, to provide an essential background 
against which the cases presented in the subsequent six chapters may be 
understood and evaluated. In 36 pages the reader is treated to a “survey” of 
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business cycle theory—-profit expectations, psychological theories, monetary 
theories, monetary and nonmonetary overinvestment theories, over- and under- 
consumption theories, innovation theories and Keynesian analysis are de- 
veloped. The upshot of this review is that “responsible and accepted students 
of the problem have arrived at different explanations—and they may all be 
right.” Fortunately, responsible students have other surveys upon which to 
base their knowledge of cyclical causation. 

Chapter 2’s objective is “to present a description of the method or techniques 
currently in use among business forecasters.” “His is not an exact science,” 
state the authors (one wonders as to the nature of sciences and arts) and 
“forecasts are still estimates about which no one can be sure.” Techniques are 
divided into three, possibly four, basic groups: the méchanical, the causal, 
and those that assume that individuals must plan ahead. The fourth appears 
to be a technique involving the gathering of opinion. 

Happily, the cases offered as illustrations do indeed describe some sources 
and procedures utilized by businessmen in preparing forecasts of aggregate 
business activity. Their quality is far from uniform, but all do provide grist 
for the mill of those responsible for the formulation of business policies that 
depend directly on estimates of future aggregate business activity. Many will 
find the data sources described to be very useful. Especially well prepared was 
the chapter entitled, “Business Review and Forecast” by Kenneth D. Ross. 

The sketchy discussion of procedures, even in the case materials, for relating 
forecasts of aggregate business activity to forecasts of specific industry or busi- 
ness series, together with the disappointing coverage of the subject of cycle 
theory and aggregative economics, serve to justify a prejudice of this reviewer. 
These two requirements for business forecasting are sufficiently complex to 
deserve treatment too extensive to be incorporated in a single, average-size 
college textbook. Certainly more adequate and more satisfying materials 
covering these two subjects can be drawn from more specialized books and 
articles which have less ambitious objectives but which treat these subjects 
more exhaustively. 

PHitip NEFF 

University of California, Los Angeles 


Money, Credit and Banking; Monetary Policy; 
Consumer Finance; Mortgage Credit 


Financing Goods. By Apert G. Sweetser. (Newton Highlands, Mass.: 
Author, 160 Lincoln St. 1956. Pp. xiv, 609.) 

This is a highly specialized book dealing with the institutions, techniques 
and mechanics of borrowing for the purpose of carrying merchandise inven- 
tories. The author’s aim is not to present a rounded treatment of the areas 
usually covered in the standard books on business or corporation finance. It is 
rather to familiarize the reader with the details of practices and procedures, 
forms and documents involved in day-to-day borrowing operations. It is com- 
pletely “practical,” institutional, and legalistic in its approach; and in its 
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complete coverage of a smali segment of ihe field of private finance it is 
something like a handbook or series of monographs held together by the 
central idea of inventory finance. 

After a brief introduction that deals very lightly with the determinants of 
goods-capital requirements, the author devotes several chapters to unsecured 
sources of credit, such as open book accounts, bank borrowing, advances by 
customers and agents. But over four-fifths of the book is concerned with the 
practical and legal intricacies of secured short-term credit. No less than 305 
pages are devoted'to loans secured by goods in the possession of lenders, and 
an additional 144 pages to loans secured by goods in the possession of bor- 
rowers, Under the first come such topics as possessory liens, collateralized bank 
loans, endorsements and guarantees; followed by no less than seven chapters 
on warehousing and warehousing loans, replete with detail upon detail. Under 
the second category of secured loans (on goods in possession of the borrower) 
real estate mortgage security is touched upon and chattel mortgages, trust 
receipts, and loans by sales-finance companies are treated in some detail. 

The author has a penchant for documents and forms, and there is a formid- 
able array scattered throughout the book, reproduced, as is the text, by the 
offset process. These forms add realism but interfere with easy reading. One 
warehousing document takes 10 pages (293-302) and is exceeded only by a 
commodity loan inspection report form covering 15 pages (374-388)! Much 
of this material was obtained by direct correspondence with institutions, and 
according to the author more than 100 banks provided some type of credit 
form: Other concerns such as warehouses, sales-finance companies, etc., sent 
in many more. 

The author’s style is direct and clear. This reviewer found the book informa- 
tive and, as far as he can judge, competently done. But the plethora of techni- 
cal detail is at times almost overwhelming. Although questions at the end of 
each chapter suggest its possible use as a textbook, it is likely to be too highly 
technical and detailed for any but the most specialized courses in the practical 
aspects of merchandise financing. It could possibly be used for reference pur- 
poses in courses where students need to know more about basic commercial 
documents and practical details. And it is a useful handbook for those in the 
fields of banking and finance who want an easy reference source for forms, 
procedures and legal details in this important, though limited credit area. 

CHELCIE C, BOSLAND 

Brown University 


All India Rural Credit Survey. Report of the Committee on Direction: Vol. I, 
The Survey Report, Part 1, Rural Families. (Bombay: Reserve Bank of 
India. 1956. Pp. x, 1067. Rs 9.) 

In the December 1955 issue of this Review, P. T. Ellsworth reviewed Volume 
II of the report on this Survey, which consisted of the recommendations of the 
Committee. Volume I is being published in two parts, Part I dealing with the 
use and users of credit in the rural villages, and Part II with the supply and 
suppliers of rural credit. Volume I, Part II, will be the last number in the 
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series, Volume III, called “The Technical Report,” describes the technique of 
the Survey and presents the major statistical findings. 

The field work on this Survey was begun in October 1951 and concluded 
in the following June. The tabulation and analysis was largely completed by 
August 1954, and a summary was released in June 1955. Apparently it was 
deemed important to announce the recommendations as soon as possible so 
as to get needed action under way. It is my understanding that legislation in 
line with these recommendations has already been enacted. 

Economists generally will of course be interested in the findings of this 
Survey, but this reviewer is more intrigued with the undertaking itself and 
how it was carried out. This Survey is a striking manifestation of the strong 
interest which the leaders of India have in mass information about their 
country. Of course they have periodic census data on the usual subjects, but 
better and more complete than that of most countries at the same stage of 
economic development. In addition, an extensive national sample survey is 
conducted each year under a private contract with the Indian Statistical 
Institute. The results are in the usual form of totals and particularly averages 
by area and a considerable number of other groupings. The All-India Rural 
Credit Survey was conducted in 75, or 1 out of every 4, “districts” in India. 
Then 8 villages were selected in each of the 75 districts, 4 with cooperative 
credit societies and 4 without. A “General Schedule” was used with all the 
families in these 600 villages. From these families, 15 “cultivating families,” 
that is, families farming more land than a garden, were selected for much 
more intensive inquiry as to farm assets, organization and operation, and 
business transactions including loans and repayments. These 15 families were 
selected by stratifying all the cultivating families by deciles according to 
amount of land cultivated and choosing 2 from each of the upper 5 deciles 
and 1 from each of the lower 5. The Report is careful to explain, however, 
that averages for a district obtained by combining the returns for the 8 villages 
chosen may not truly represent the district, since the villages were chosen to 
represent the different major sets of conditions in the district. It is most im- 
portant that these sets of conditions be known and understood. The same 
must be true for the 75 districts out of the 302 in India. Averages for the 
particular villages will represent the villages, since all families were enumer- 
ated, but not the averages for the 15 families intensively surveyed. It is inter- 
esting, for one who has done some work with Indian materials on Indian 
economic problems, to observe this much of an escape from random sampling. 

The chapters in the report deal successively with the outstanding debt of 
the cultivator and other families, the growth of debt during the year, the 
trend in indebtedness since the Provincial Banking Enquiry Committee re- 
ported on it in 1929-30, the borrowings and repayments, family borrowings 
for other than food, capital expenditures and formation, gross savings, current 
farm operations, credit requirements and ability to obtain loans, and the flow 
of funds among the different groups. 

The outstanding debt of the 127,343 rural families surveyed averaged 
Rs283, and of the cultivator families Rs364. For the cultivating families as 
a whole, the outstanding debt was only 5.1 per cent of total assets for the 5 
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upper-decile groups, and 8.7 per cent for the 5 lower-decile groups. The 
borrowings in the year of the Survey averaged Rs210 for the cultivators, 
ranging from Rs111 for the small to Rs173 for the medium, to Rs357 for the 
large and Rs528 for the “big.” Put together, these two sets of figures reveal the 
fact that the cultivator families that borrow live from year to year in good 
part on borrowed funds. They have to borrow to grow their crops and feed 
and clothe their families during the growing season. The high interest rate, 
from 25 per cent up, is in large part what keeps them from getting out of 
debt. The comparison with the 1929-30 report shows that conditions have 
been altered very little in this respect. Some of the families, however, manage 
somehow not to borrow— 31 per cent of the cultivators were not in debt at the 
time of the survey interview—or are unable to borrow. It is these circum- 
stances, of course, that keep the borrowings down to what looks, to one 
in Western Europe or the United States, like such a low fraction of total assets. 

This makes pertinent a question as to the description in the Report of 
the study of villagers’ borrowings as a survey of the “demand” for credit. 
Of course the information obtained is no more a reporting of what economists 
mean by demand than would be a reporting of family expenditures in 1956 
on woolen goods would be a reporting of the demand for woolen goods in that 
year. The information obtained does, however, contribute importantly to a 
realization of the nature of the demand. 

For example, it is highly revealing to learn that 47 per cent of the borrow- 
ings of cultivator families are for “family expenditures,” and that the 42 per 
cent for farm expenditures was divided 31 per cent for capital expenditures 
and 11 per cent for current expenditures. The noncultivator families’ borrow- 
ings were 70 per cent for family expenditures. The family expenditure bor- 
rowings of the cultivator class were 37 per cent for clothing, shoes, bedding, 
etc., 17 per cent for construction and repairs of the house and other buildings, 
and 28 per cent for marriage, death and other ceremonies. 

All these and similar data are reported in tables with the cultivator families 
by districts classified as big, large, medium and small. A large part of the 
report is occupied with tables of this sort. There is no differentiation in these 
tables, however, by individual villages, nor between those with cooperative 
credit societies and those without. 

The information in this Report will be of considerable guidance value in the 
development of a rural credit program for India. The question is pertinent, 
however, as to whether it would not have been a more efficient use of resources 
to have limited this survey to a m’~or fraction of its present dimensions, and 
to have used the rest of the survey resources in assembling, unit by unit, the 
particular data needed to implement the credit program adopted as it moves 
forward. 

Also one must say that after all the information in this Report is merely 
as to how the present rural credit system is working out with the families. 
There is little to indicate how alternative systems might work out. To illus 
trate, a project just now getting under way in India indicates that, for a set 
of 6 representative case-study farms in 2 districts in Uttar Pradesh averaging 
6.9 acres of cultivable land and 3.3 workers per farm, an addition of Rs321 


j 
2 
7 
a 
+ 
4 


THE AMERICAN ECONOMIC REVIEW 


1034 


cash expenditures per farm, mostly spent on fertilizer and seeds, would add 
Rs1219 or 77 per cent, to the gross value of output per farm. With this kind 
of farming and the kind of cooperative credit societies now operating in the 
Philippines, the demand for credit in these two districts could multiply several 
times. 


Joun D. BLack 


Harvard University 


Introduction to Money. By Honor Croome. (New York: Barnes & Noble. 


2 1957. Pp. viii, 209. $2.20.) 
kg In fewer than 200 pages, Mrs. Croome, formerly on the staff of the Econ- 
aa omist, succeeds in skillfully introducing the general reader to many of the 
f basic concepts connected with the subject of money. As the book is addressed 
2 to a British audience, most of the background references are to English eco- 
3 nomic history and institutions, and no less than a fourth of the text is devoted 
. to international currency and trade problems. 
7 A survey of the nature and development of modern money leads into a dis- 


cussion of contemporary financial institutions, particularly the commercial 
banks and the Bank of England. Beginners might have welcomed a more 
extended discussion of that baffling subject, the deposit-creating activity of 
banks. The heart of the book, the section on monetary theory and policy, 
simplifies without misleading. Causes of change in the value of money are 
discussed under the categories: (1) the supply of money; (2) the supply of 
goods, and (3) liquidity preference. Repercussions of changes in the value 
of money on different groups in the economy within the framework of existing 
institutional responses are traced and the need for a monetary authority 
pointed to. Keynes’s General Theory is interpreted as focusing on the defla- 
tionary tendencies of modern capitalist economies. 

Mrs. Croome suggests that the proper aim of monetary policy is the highest 


a attainable level of activity which would not necessitate direct controls or 
i precipitate an “undue” inflation, undue being a rate “which shows signs of 
“i accelerating” (p. 123). A review of the various instruments of monetary and 
: fiscal policy concludes with the observation that “Because the steered economy 
oe cannot be held to a hairline course, it must keep that much further away from 
ee the ditch towards which its natural bias pulls it—the ditch of inflation” (p. 
141). 
* The author departs from her usual practice of cautioning the reader that 
a certain point is a matter of controversy among economists when in discussing 
‘a the 1920's she reiers to the world’s inadequate gold stock and to “a tendency 
“ towards deeper depressions and less prosperous booms” in the preceding half 
Py century (p. 109). The statement that in the late 1930’s nobody could get 
3 o4 gold for American dollars (p. 164) overlooks an important feature of our gold 


policy. Nor was it the case that the 1949 devaluation of the pound was in 
disregard of the International Monetary Fund (p. 186). 
The beginner whose appetite has been whetted by this lucid introduction, 
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will find well-chosen suggestions for further reading. A few of the titles would 
not interest the American student. 


BENJAMIN J. KLEBANER 


City College of New York 


Public Finance; Fiscal Policy 


Financial Policy 1939-45. By R. S. Sayers. (London: H.M.S.O. and Long- 
mans, Green. New York: British Information Services, distributor. 1956. 
Pp. xv, 608. $6.75.) 

This admirably written volume is one of the Civil Series, edited by Sir 
Keith Hancock, in the British History of the Second World War. It is based 
largely on official papers, primarily those of the Treasury, but it also benefits 
enormously from Professor Sayers’ own skill in weaving together and inter- 
preting the vast masses of materials covered. The unwillingness of the authori- 
ties to allow publication even today of some of the critical figures (p. xii) 
does not seem to have done substantial damage. 

The study has three important characteristics which at the same time are, 
in a sense, serious limitations. First, it is largely concerned not so much with 
the content of policy as with the formation of policy: not so much with what 
was done and what results followed, as with how and why particular views 
came to be adopted and particular actions taken. Unless one already knows 
the sequel, it is at times like reading a mystery novel which tells why the 
murder was arranged but not, except inferentially, whether it ever really took 
place. It is a study in the politics of economics, but there is little explicit eco- 
nomic analysis as such. Second, the formation of policy is itself presented 
almost entirely from the point of view of what happened in London and what 
London knew at the time. This is an understandable procedure, but its con- 
sequence is that in the chapters dealing with international problems the 
motivations of other nations are sometimes, and inevitably, misinterpreted. 
The informed American reading the chapters on Lend-Lease, for example, 
is often moved to vehemently restrained comments beginning “Yes, but don’t 
you see that... !” Third, there is a marked paucity of statistical data in the 
text, only partly made up for by the appendices. This is in the main a reflection 
of how the Treasury actually worked. The war-time Treasury official was often 
and perhaps usually brilliant, but in a sense he was, as Sayers remarks, “‘tra- 
ditionally the very shrewd amateur” (p. 379), not a seed-bed or a processing 
machine for statistics. The reader is explicitly and very fairly forewarned of 
these various characteristics in the preface, but they still plague him to the 
very last page. 

British financial policy in the war had two rather different components, in- 
ternal and international. In wartime the two are perhaps more nearly separa- 
ble than in times of peace, but there must surely still have been many connec- 
tions between them. Yet at most points they are here presented as though they 
were two independent sets of phenomena. The explanation is perhaps that 
much the same groups of men must have influenced the formation of the main 
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lines of policy in both areas, and have taken the central decisions; and that 
the actual existence of the cross-connections was hence inherent in the opera- 
tional set-up itself. The outside reader, however, sometimes feels puzzled by 
the apparent compartmentalization. 

The great problems of internal financial policy, which occupy roughly the 
first half of the book, were two: first, to get both the people at large, and many 
oversanguine officials of government itself as well, to realize how gigantic the 
task of carrying on the war was going to be; and second, of devising means to 
raise the necessary sums without serious contemporary inflation. During the 
first two years, of the “phoney war,” it was somehow thought that shortages 
of raw materials would soon hamstring the Germans; and this optimism was 
reflected in the relatively moderate (by hindsight) increases in taxation and 
the reliance on “voluntarism” with respect to bond sales and other matters. 
The German invasion of Norway and Denmark, the fall of France, and Dun- 
kirk brought a rude awakening. Happily the intellectual ground had been 
largely prepared by Keynes’ celebrated articles on ‘How to Pay for the War.” 
Even his arithmetic was largely accepted, and the general form of the 1941 
budget, once hammered out, was not materially altered for the rest of the war. 
Overt inflation was avoided. Sayers’ account of all this is clear, often dramatic. 
But one misses any substantial appraisal of the simultaneous problems of re- 
pressed inflation, of the distribution of the “real” burden of financing the war, 
and of the heritage left for the postwar period. 

International financial policy was a far more complex thing, partly from its 
very nature but partly because Britain had different attitudes toward and 
arrangements with almost every country. Moreover, whereas internal policy 
proceeded with assurance after 1941, international policy was an unending 
series of desperate struggles and hair-breadth escapes from catastrophe: strug- 
gles to keep armaments, materials and food flowing in; to maintain the eco- 
nomic functioning of the Commonwealth and the wider sterling area; to cope 
with the ominously swelling sterling balances and the constant threat of foreign 
exchange depreciation; and to save at least a little from the wreckage of the 
pre-1939 economic empire with which to make a new start after the war. These 
chapters are among the most gripping and most illuminating of all the pub- 
lished chronicles of the war. 

A considerable portion of them is naturally devoted to relations with the 
United States. The thing that stands out here with painful clarity, however, 
at least to any American who had much contact with the other end of some 
of the same problems, is that despite enormous effort and good will the British 
and the Americans involved never wholly succeeded in understanding one 
another’s standards and objectives. The British wished to regard the Lend- 
Lease and Mutual Aid arrangements as meaning, at bottom, financial pooling. 
We did not. Even apart from the tortuous problems of relative standards of 
living and of the “essentiality” of Lend-Lease exports (problems which are 
hardly mentioned), we regarded Lend-Lease as being basically a provision of 
marginal supplements, to be made only after the British had pretty well ex- 
hausted their own resources at each point in time. Again, they thought we 
should in effect compensate them for at least some of the enormous and crucial 
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burdens they had carried before Lend-Lease began. We disagreed, tending 
rather to the view—however unreasonably—that the earlier phases of the con- 
flict had been none of our affair. Again, we were waging war in two major 
theatres, not in one alone, but the British never seemed to grasp the extent 
and effects of our economic and emotional pre-occupation with the Pacific. 
Many of our own officials, in turn, did not understand the defense for, and 
mistrusted, British concern over the postwar economic situation and their 
consequent urgent desire to maintain a reasonable volume of export trade even 
in wartime. The bitterness over the Export White Paper, the mutual suspicion 
and conflicts over South American markets, and the maddening American de- 
mands that Lend-Lease be cut whenever British hard-currency reserves in- 
creased a bit, were inevitable but almost tragic results of all this. The brutally 
sudden termination of Lend-Lease after V-E Day, against which many Ameri- 
can officials protested at the time, was simply part of the same pattern. 

Sayers sets out the British side of these struggles with great objectivity, and 
indeed with remarkable insight into at least a good deal of the American atti- 
tudes (often themselves only partly conscious); the passages beginning on 
page 376 are admirable. In the main, also, his presentation seems to me con- 
vincing. Even apart from considerations of whatever one may wish to describe 
as “justice,” and in terms merely of American self-interest, the postwar history 
of trade discrimination and of the urgent need for loans and renewed aid 
strongly suggests that in the long run a more generous Lend-Lease policy would 
have been cheaper for us, and might well have led to a much earlier solution 
of the problems of postwar reconstruction. 

James W. ANGELL 


Columbia University 


Studi di scienza delle finanze e diritto finanziario. Vols. 1 and II. By BEen- 
VENUTO Griziort1. (Milan: A. Giuffré. 1956. Pp. xl, 521; xiii, 585. 
L. 3.000 each volume.) 

These volumes collect the independent essays of the late Professor Griziotti, 
one of the classical scholars in the Italian tradition of public finance. The 
separate contributions date from 1908 to 1954, and they cover a wide variety 
of subjects. Luigi Einaudi contributes a preface to Volume I. The late finance 
minister and author of the Vanoni plan for Italy’s economic development, Ezio 
Vanoni, a former student, contributes a preface for Volume II. A complete 
bibliography of Griziotti’s work appears in Volume I. 

Griziotti was born and reared almost within the shadows of his beloved Uni- 
versity of Pavia where he was educated and where except for a very brief 
period, he did all of his work. He was instrumental in the efforts to preserve 
for public finance its status as an independent branch of scholarship in Italy. 
To Griziotti, the study of public finance must begin with a recognition of the 
separateness of the subject-field itself, and the study must encompass the vari- 
ous academic disciplines as they are relevant. He continued to oppose those 
who would reduce finance theory to applied economics, and he emphasized the 
importance of the politico-legal aspects of financial problems. In some respects 
he was close to the American institutionalists, notably Commons. 
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Although he was interested in the practical value of the study of public 
finance, there was little of the welfare economist in Griziotti. fe deliberately 
refused to construct norms for the distribution of the tax load or for the rela- 
tive share of resources to be devoted to collective uses. The requirements of 
the state were to be accepted as data, and finance theory constituted the analy- 
sis of the fiscal structure to determine if these requirements are met in accord- 
ance with widely accepted ends of the social group. This positivistic approach, 
however sterile it may have proven to be, justified Griziotti’s defense of public 
finance as a science. 

The problems of tax capitalization and the comparative effects of taxes and 
public loans have both been important topics in Italian fiscal theory. Space 
permits only brief discussion of Griziotti’s contribution to each of these. In an 
article written in 1918, he tried to refute the widely accepted doctrine that 
taxes can be capitalized only in so far as they are partial; that general taxes 
cannot be capitalized. This view, associated at that time with Seligman and 
Adams in the United States (and recently advanced anew by Stockfisch) holds 
that a general tax will reduce both the rate of return and the rate of capitaliza- 
tion and will, therefore, leave capital values unchanged. Griziotti tried to show 
that the effects of a general tax upon the rate of interest are not at all certain, 
and that tax capitalization could take place. In this, he supported the more 
articulate argument of Einaudi, with the result that essentially “correct” views 
on tax capitalization have characterized most recent Italian work in fiscal 
theory. 

Italian scholars have devoted much attention to the Ricardian proposition 
that extraordinary taxes and public loans exert equivalent pressure on the 
economy. De Viti De Marco accepted and elaborated this proposition and 
opposed it to the so-called common view that public loans do involve a shift- 
ing of the tax burden to future generations. Griziotti arose to the defense of 
the common opinion in a 1917 article, stating that public debt creation does 
involve a shifting of the burden forward in time. This long essay, if read hur- 
riedly and uncritically by almost any economist trained within the last twenty 
years, would appear to be sufficient to relegate Griziotti to the ranks of the 
confused and the unenlightened. But the theory of public debt is urgently in 
need of repair. When the dust of the current neo-Keynesian orthodoxy is finally 
cleared away, this Griziotti essay may take its place alongside the works of 
Bastable and Leroy-Beaulieu in helping to re-establish what is, essentially, the 
“correct” classical formulation of debt theory. 


James M. BuCHANAN 
University of Virginia 


Finances comparées. By H. Laurensurcer. (Paris: Recueil Sirey. 1957. Pp. x, 
490. 2.800 fr.) 

The literature of public finance in Europe gives much more emphasis to 
comparisons of tax and expenditure systems of various countries than that 
of the United States and Great Britain. Finances comparées is devoted entirely 
to this question, presenting a comparison of the systems of government finance 
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in France, the United States, Great Britain and the USSR. Professor Laufen- 
berger, who will retire in the near future from the chair of public finance in 
the Faculty of Law at Paris, enjoys a breadth of knowledge of the literature 
and practice of public finance of various countries that is almost unparalleled, 
and thus is particularly competent to prepare a work of this type. In a sense 
this is a third edition of a book which first appeared in 1944, but each edition 
has been changed so greatly from the previous as to constitute essentially a 
new book. Particular stress is given to recent developments, proposed reforms, 
and new literature; the material and statistical data are brought well up into 
1956, a remarkable accomplishment for a book which appeared in print early 
in 1957. 

The discussion is by no means equally divided among the four countries 
covered. The book is particularly useful to the American reader who wishes a 
survey of the French government financial system, to which greatest emphasis 
is given. However, the summary of the British and American systems is en- 
tirely adequate, and contains only a few minor errors (such as reference to 
a 26 per cent rate on capital gains in the United States). By contrast the dis- 
cussion of the USSR tends to be superficial and is derived almost entirely from 
a few secondary sources. The coverage is in some sections extended to addi- 
tional countries, particularly Italy and West Germany. 

The first part of the book is concerned with governmental budgetary systems, 
with emphasis placed on their relation to the national economic budgets, which 
are reviewed in some detail. The increasing importance of this relationship is 
attributed to the growing role of government finance in the economic system. 
From this discussion there follows an interesting, if not conclusive, analysis 
of the problem of the measurement of the relative tax burden in various coun- 
tries, together with some data for the countries discussed. The role of the 
governments in economic planning is developed, with emphasis on France 
since 1945, and on the intermediate position which it occupies in the field of 
economic planning between the USSR and the Anglo-Saxon countries. 

The remainder of this first part is devoted to more technical questions of 
governmental budgeting, with reference to the operation of the systems in the 
various countries, the relative role of the legislative and executive branches, 
the scope of the budgets, deviations from an annual basis, the treatment of 
trust funds and governmental corporations, and particularly the growing im- 
portance of the performance budget. This is attributed primarily to the in- 
creasing role of fiscal policy and economic planning. Budget reforms in the 
United States and France in the last decade are stressed. 

The second part is a straightforward comparison of the tax systems of the 
four countries, the bulk of the space being allocated to income taxation, with 
stress on the differences among the various countries, particularly in the treat- 
ment of corporate profits, and the inadequacy of the French personal income 
tax system. Attention is given to the various concepts of income, the treatment 
of capital gains, the general structure of the taxes (single or multiple personal 
taxes, for example), and deductions. The various approaches to the taxation of 
corporate profits are reviewed, as well as reform proposals, including a de- 
tailed analysis of the report of the British Royal Commission on the Taxation 
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of Profits and Income, and various systems of accelerated depreciation. The 
section on sales taxation surveys this form of tax in the four countries, with 
emphasis on the French reforms in recent years which terminated in the adop- 
tion of the value-added tax. Brief reference is given to excise levies, and to 
state sales taxes in the United States. The book contains no systematic treat- 
ment of death duties, property taxes, or highway finance levies. 

The third section of the book is intended only as a summary of the question 
of government debt. In large measure it presents a review of theoretical ques- 
tions relating to the significance of government borrowing and national debt, 
without reference to particular countries; later sections note briefly the bor- 
rowing policies and debt structure of the four countries. 

The author’s approach is more descriptive than analytical, yet the book is 
much more than a bare recital of factual material, largely because the descrip- 
tion is organized in terms of an analytical framework, which gives it cohesion. 
The writing is simple and straightforward, unlike that of some of the author’s 
more philosophical works, which are not easily followed by a person whose na- 
tive language is not French. The author seeks to develop one central thesis, 
namely, that of the similarity of the systems of government finance in the four 
countries, including the USSR; and he concludes the volume with a statement 
that perhaps the similarities of financial techniques may aid in lessening the gulf 
between East and West. This emphasis on similarity has one unfortunate ef- 
fect; the different significance which taxes have in communist and noncommu- 
nist countries is not adequately developed. 

Joun F. Due 

University of Illinois 


Kaufkraftiibertragungen durch éffentliche Finanzen—Ein Beitrag zur Theorie 
und Statistik der fiskalischen Einkommensredistribution. By GERHARD 
Eisner. (Winterthur: P. G, Keller. 1956. Pp. xvi, 128.) 

“Monetary transfers through public finance, a contribution to the theory 
and statistics of fiscal redistribution of income” is a doctoral dissertation, 
written under the distinguished supervision of Professor W. Bickel of Zurich 
University. The book is a synthetic review and evaluation of doctrines and 
statistics of income redistribution. 

The first chapter, on the concept and process of redistribution, is the least 
satisfactory of the book. The author fails to identify clearly the notion and 
forms of income transfer. Some perplexing statements mar this introduction, 
e.g., the statement that the contribution of the State to national income is 
equal to the difference between its “real” (i.e., nontransfer) expenditures and 
its “real” receipts, or to the deficit of the nontransfer account. 

In the statistical part, the author reviews the investigations made in Great 
Britain by Colin Clark, T. Barna, F. Weaver, A. Peacock and P. R. Browning; 
in the United States by C. Stauffacher, A. Conrad, R. Tucker; in Denmark by 
K. Lemberg, N. Ussing, F. Zeuthen; and in France by H. Brochier. These 
studies all concern the redistributive effects of fiscal policy. The author’s most 
original contribution is an.attempt to compare internationally the results of 
the inquiries, by means of a set of coefficients. This leads to the following 
conclusions: (1) In the United Kingdom as well as in the United States, the 
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ratio of total fiscal revenues to national income is increasing; (2) The redistrib- 
utive potential, or the extent to which total income can be further equalized 
vertically, is declining; (3) The income equalization effect of taxation and 
public expenditures is rather constant through time, and much the same in 
the United Kingdom and in the United States: only 20 to 30 per cent of pub- 
lic expenditures accrue to income groups which have not contributed their 
integral share of them; (4) The net redistribution of income is increasing in 
both countries, not because of the greater progressivity in taxation and benefit 
scales, but because, with proportionately similar scales, a larger share of na- 
tional income passes through government. 

In the second part of the book, the author looks into economic doctrines for 
justifications of income redistribution. He surveys Benthamian utilitarianism, 
Paretian objections to interpersonal comparisons of satisfactions, and Keynes- 
ian oversaving worries. This excellent study of the history of thought leads 
to the conclusion that the extensive redistributions achieved by modern gov- 
ernments are not sustained by any solid or unchallenged economic theory. The 
foundations of redistributive policies in democratic countries are rather to be 
sought in ethical and religious ideas that are as old as humanity. 

It may be regretted that the impact of redistributive policies upon economic 
efficiency has hardly been hinted at. But even with its narrow scope, this book 
is a helpful contribution for those who look for an introductory survey of the 
subject. 

Rocrr DEHEM 

University of Montreal 


International Economics 


A Proposal: Key to an Effective Foreign Policy. By Max F, MILirkan and 
W. W. Rostow. (New York: Harper & Brothers. 1957. Pp. xi, 170. 
$2.75.) 

The heart of this book is the proposal that the United States, in coopera- 
tion with other developed countries, should assure every underdeveloped coun- 
try that it can have as much capital as can be used productively. The authors 
argue for their proposal on two grounds. First, the “most pressing interest | of 
the United States] is to help the societies of the world develop in ways that 
will not menace our security—either as a result of their own internal dynamics 
or because they are weak enough to be used as tools by others” (p. 39). Per- 
suasion toward this goal is a weak tool, and political intervention is likely to 
backfire. The United States should rely on effective economic support, neutral 
with respect to political issues, as its means—not particularly to recruit ex- 
plicit “allies,” but to develop political responsibility within the developing 
countries. “Under modern conditions some improvement in the standard of 
living, while not enough by itself, is . . . a necessary condition for the develop- 
ment of stable and peaceful societies, and for the survival of democratic in- 
stitutions” (p. 25). Such societies will not threaten U. S. security. 

Second, the United States is easily able to meet its reasonable share of such 
a program. The authors estimate the amount of additional capital that could 
be productively absorbed by the underdeveloped countries at $2.5 to $3.5 
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billion a year. The recent (1953) rate of flow of investment into these areas 
was about $3 billion, of which $1.3 billions came from Europe, and $1.7 bil- 
lions came from the United States. Suppose that practically all the added 
capital flow came from the United States. Then our contribution would rise 
from $1.7 billions to $4.2 or $5.2 billions, or from 0.4 per cent of our current 
gross national product to 1.0 per cent or 1.2 per cent. Actually they think the 
maximum probable burden on the U. S. Treasury would be no more than $2 
billion a year, over 80 per cent of which would be loans. 

How do the authors obtain their estimate of $2.5 to $3.5 billion a year 
additional absorptive capacity for external capital? They apply a rough pat- 
tern, already presented by Rostow elsewhere and summarized in Chapter 5, 
that economic growth takes place in three stages. In the first stage, the pre- 
conditions of growth—in peoples’ attitudes, in organization, and in capital 
facilities—are set up. Absorptive capacity for capital is low. In the second, 
the forces for progress become decisive: average and (especially) marginal 
savings expand, key industries burgeon and earn profits which are reinvested, 
businessmen (private or public officials) become conspicuous, new techniques 
spread. Demand for foreign capital reaches its maximum. India is now proba- 
bly in this stage; Indonesia will be in a few years; certain parts of Africa, in 
a decade or more. In the third stage, growth is continuous if fluctuating, do- 
mestic savings grow abundant, and the need for foreign capital falls. 

For all underdeveloped areas save Latin America, the authors assume that 
the maximum additional absorptive capacity for foreign capital (to be reached 
about three years after the program is begun) will be 35 per cent of what gross 
capital formation was in 1953 (p. 156—not 30 to 50 per cent, as erroneously 
stated on p. 99). For Latin America, the percentage applied is 14. These rough 
percentages assume that the former areas are, or in only a few years will be, 
largely in stage 2, and that some main Latin American countries are coming 
into stage 3, where domestic savings increasingly replace the need for foreign 
funds. 

With this maximum capital inflow of $3.5 billion a year, and assuming a 
“conservative’”—that is, a high—marginal net-investment-output ratio of 3:1, 
they estimate that there would result a per capita income growth of 1 to 2 
per cent a year. 

As qualifications to a generally very favorable reaction, I would list the 
following: (1) The authors believe that consumption cannot be reduced in 
underdeveloped countries in order to free resources for investment, “since their 
populations are at the margin of subsistence” (p. 97). The obviously large 
variations in average real income in these areas make one wonder what mean- 
ing can reasonably be given to “margin of subsistence.” In many an area the 
flow of resources into consumption could be cut considerably without a rise 
in mortality rates. I have been impressed in Ceylon by the fact that calories 
could be obtained by the population in the form of casava at a fraction of their 
cost in the form of the preferred food, rice—in recent years, at as little as one- 
sixth or one-seventh. I think the main, and sufficient, argu ents against cutting 
consumption are different—the costs of changing peoples’ habits and the effects 
on incentives. (2) The data on income, income growth, and investment are of 
course subject to wide error. The marginal net-investment-output ratio, as- 
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sumed for the underdeveloped areas as a whole to be 3:1, in particular deserves 
a suspicious stare. The 2.3:1 figure of India’s second five-year plan, used by 
the authors as a benchmark, appears now to have been much too low; probably 
3:1 would also be clearly low, by India’s current experience. Hence, per capita 
income growth may well be appreciably lower than the authors estimate—and 
lower still if rates of population growth (p. 155) rise beyond expectation. (3) 
The criteria recommended (Ch. 7) for assuring that capital “will be produc- 
tively used,” do just that—and that is not enough. The aim should be that 
resources flow into channels of maximum productivity—not just that they are 
not wasted. One misses sharply here the notion of a schedule of priorities, in 
which projects are ranked in accord with their investment return—return be- 
ing appropriately defined and qualified by social considerations. 

These are minor qualifications to the unmistakable excellence of the book. 
It is well organized and well reasoned, tempered in its evaluations, very reada- 
ble and sometimes eloquent. It is a useful contribution in the good tradition of 
political economy. 

THEODORE MorGAN 

University of Wisconsin 


Problems in the International Comparison of Economic Accounts. Studies in 
Income and Wealth, Vol. XX. (Princeton: Princeton University Press, for 
National Bureau of Economic Research. 1957. Pp. x, 406. $8.00.) 

The six papers and comments of fourteen economists in this volume deal 
with a variety of problems of national income, balance of payments, index 
numbers and international comparisons of economic quantities. Only a selec- 
tion of these are discussed here. 

Morris Copeland seeks a system of accounts adaptable to the needs of all 
nations. He suggests that it be built upon tables of gross national product em- 
phasizing separate treatment of the corporate sector, inclusion of the financial 
components of savings of all sectors, subordination of savings and depreciation 
accounts for noncorporate sectors and elimination of the national income con- 
cept. 

Important advantages of this approach are: ‘The emphasis on lending and 
on real investment rather than on savings facilitates the elaboration of the 
accounts into money-flow and balance-sheet studies. The streamlined treatment 
of noncorporate sectors aids the simplification of accounts where necessary, 
since income items and also product entries may be combined without depreci- 
ation and savings complications. Finally lending is a cleaner, more objective, 
measure than savings, and more significant from the Keynesian standpoint 
which stresses the effects on demand of financial behavior rather than of sav- 
ings per se. 

Gerhard Colm believes that solution of the problems of measuring govern- 
ment product is implied in the distinction between production and consump- 
tion. Products such as services of the armed forces, which are substitutes for 
consumer goods whether the choice is made politically or individually, are 
final products. Products such as services for business, that are complementary 
in production, are intermediate. The problem of placing values on government 
products is handled similarly in terms of substitutability of products. If a 
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method of valuation makes a dollar of government product the alternative to 
output of a dollar of other final product, it is correct. Thus Colm finds that 
services of capital goods owned by governments should be counted in national 
product, and that the valuation of goods in national income should include in- 
direct taxes. The argument is sound, but would benefit from distinction be- 
tween substitution from consumer and producer standpoints. 

Marilyn Young has provided excellent detailed explanations of the compu- 
tation of the government accounts by the Office of Business Economics and of 
the relations of these to government budgetary data. Particularly valuable is 
the information on accrual concepts used in timing receipts and expenditures. 
Most impressive perhaps is the explanation of how accounting for passage of a 
Navy ship through the Panama Canal is accomplished, a probiem which would 
strain the most hard-bitten statistician. 

Herbert Woolley presents an 11 by 11 matrix of international transactions 
for the year 1951. Each entry is the exports in dollars of one of the eleven 
areas to another. In reconciling data, Woolley has found that asymmetrical 
treatments by countries of area definitions—particularly for foreign-flag ship- 
ping and for oil company transfers—cause serious discrepancies. These prob- 
lems and revealed patterns of world trade are bases for interesting discussions. 

Goods compared between times or places usually show modifications of 
specifications, Index-number compilers assume that price changes of artificially 
selected goods measure those for other goods. This can be justified by assump- 
tions regarding the substitutability of outputs in the production process. 
Dorothy Brady and Abner Hurwitz appear to be examining this approach, but 
they are also experimenting with an alternative based on substitutions in a 
consumer’s preference function. If commodities have similar demand curves 
of unit elasticity, the Paasche and Laspeyre price indexes are related so that 
the relative difference of the indexes equals the covariance of price relatives of 
individual goods and the reciprocals thereof. Since this is negative, the Paasche 
index is below the Laspeyre index to a degree, depending mainly on the dis- 
persion’ of price ratios among commodities. The writers attempt to apply this 
result by observing that arbitrary matching of goods will increase the disper- 
sion, since the price ratios will depend upon the choice of physical units used 
for measurement. This is not very successful, but the general approach is 
promising. 

Irving Kravis considers the problem of comparing production and income 
aggregates of countries of different culture and institutions and particularly 
the problem of imputing the values of services not entering the market. To 
determine whether or not a nonmarket activity is product or consumption— 
work or play—one may consider the effects of rates of pay, using an elasticity 
coefficient expressing the change in time spent on any activity produced by 
change in rates of remuneration. The rule is this: 

Since economic activities are sensitive to changes in reward in alternative 

activities, they are characterized by high time-allocation elasticities. On 

the other hand leisure-time activities, which do not respond readily to 
possibilities of gain in other activities have low time-allocation elasticities 

(p. 370, author’s italics). 
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The usefulness of the rule is doubtful. If rates of pay go up, one may give up 
horseshoes for golf. Possibilities of substitution among leisure activities render 
them sensitive to rewards. 

This problem would be clearer if defined in terms of economic theory. The 
traditional basis of value theory, that of alternatives, provides a theoretical 
solution of imputation problems. Household activities for which nothing would 
be paid to others for performance, such as sleeping and making love, are leisure 
activities. Others, such as housecleaning and nonworking time itself, for which 
something would be paid, have value at prices somewhere below the costs of 
purchase of such services in the market. Statistically this is difficult, theoreti- 
cally not. This problem, involving choices actually made by individuals, repre- 
sents one type of problem of international comparisons, Other problems arise 
when artificially conceived comparisons are sought, such as consumer behavior 
of transported persons, production under altered circumstances of tastes, trade 
barriers, population and the like. » 

The general impression of the volume may be stated in such terms. Mean- 
ingful answers to arbitrary questions of comparisons can probably be given 
when the questions are well defined. The workings of the economies themselves 
provide answers to other questions. 

Pau B, SIMPSON 

Universjty of Oregon 


United States Imports and World Trade. By Henry G, Ausrey. (New York: 


Oxford University Press. 1957. Pp. x, 169. $3.40.) 

Aubrey has attempted in this study a rather brave forecast of the value of 
U.S. imports in the mid-’seventies. Building up from individual commodity 
volume and price estimates, which comprise about two-thirds of the projected 
total value, he arrives at some clue to the possible balance of payments for 
this country, and thus an indication of the probability of any long-lasting 
“dollar shortage.” 

Most of his estimates have ranges, for both price and quantity, with a 
“most likely” middle figure. In 1953 dollars, Aubrey sees our imports almost 
doubling to about $20 billion. Six commodities account for five-sixths of the 
anticipated increase: petroleum, coffee, iron ore, newsprint, nickel, and alumi- 
num. While not spelling out the geographical implications in too great detail, 
it is quite clear that Aubrey expects the major part of the additional outflow 
of dollars to acrue initially to the Western World, especially Canada, Brazil, 
and Venezuela. Hence, Western Europe, to improve its dollar position, would 
find it necessary to expand exports particularly to third areas, a by no means 
easy task, since, among other adjustments required, would be a reversal of its 
current import surplus with Canada to a sizeable export surplus. Direct ex- 
pansion of European exports to this country is not expected to account for a 
major share of any hoped-for increase in the dollars going to that region. 

For quantity estimates of both U.S. imports and domestic production and 
requirements, Aubrey has leaned heavily on the findings of the Materials 
Policy (“Paley”) Commission, modified by later revisions of pepulation pro- 
jections. When in doubt, Aubrey has preferred the more conservative—lower 
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—import estimate. Price estimates were obtained through discussions with in- 
formed members of the trade, using the 1953 dollar as a base, so that the 
price movements are relative only. No significant tariff changes were assumed. 
As a result of drawing on these various sources, Aubrey’s estimates are usually 
in three levels—low, most likely, and high—and sometimes for each of these 
there are three estimates, such as when both the price and volume have three 
possible projected figures. 

To assess the probable accuracy of such a study is to enter, of course, into 
comparative guesswork. It is certainly interesting to get some idea of the 
magnitude of our trade two decades from now. Obviously, if the signs point 
to a volume almost twice the current rate, the adjustment of the rest of the 
world will be far more easily achieved than if the total is a shrinking one. And 
Aubrey does indicate a substantial rise in the over-all figure. 

It is also of interest that most of the anticipated increases will accrue to a 
very limited number of the world’s traders—mainly, the Western Hemisphere. 
Hence, we have some indication of the type of effort other areas must make to 
obtain the needed dollars through multilateral trade, e.g., by emphasizing “de- 
velopment goods” (machine tools, electronics, and turbines). And, as already 
indicated, this will not be simple even in the expanding milieu anticipated 
although Aubrey is somewhat more hopeful than this reviewer. 

On the other hand, despite the tremendous amount of work that went into 
the study, the reviewer is left with an uneasy feeling regarding the unforsee- 
able—-yet no estimator can be expected to bring such a feeling into his esti- 
mating procedure. Considering the dynamic nature of our economy and the 
rate of technical progress, however, one wonders whether new developments 
may not shift trade more drastically than the author has allowed for. True, he 
does recognize this inferentially, for he states that very little of the now un- 
known is likely to become a sizeable factor twenty years from now. Yet, with 
company after company reporting that much of their sales come from prod- 
ucts not produced a decade before, one wonders whether such foresight is as 
precise as implied. 

Nevertheless, this criticism can be made of any long-range forecast. Hence, 
the reviewer can only applaud Aubrey’s willingness to undertake a difficult 
task, and admire the thoroughness with which he has accomplished his mission. 

Epwarp Marcus 

Brooklyn College 


Business Organization; Managerial Economics; 
Marketing; Accounting 


An Introduction to Operations Research. By C. W. Cuurcuman, R. L. Ack- 
orr and E. L. Arnorr. (New York: John Wiley. London: Chapman & 
Hall. 1957. Pp. x, 645. $12.00.) 

Although this book has not been written by economists nor for economists, 
the authors have rendered a valuable service to the economic profession: the 
publication of this volume increases by some 50 per cent the quantity and by 
somewhat more the quality of existing textbooks on operations research. 
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Operations research is not a branch of economics.’ It consists, according to 
the authors (p. 18), in “the application of scientific methods, techniques and 
tools to problems involving the operations of a system so as to provide those 
in control of the system with optimal solutions to the problems.” This defini- 
tion is quite acceptable, if one is willing to include in the “problems involving 
the operations of a system” the problems raised by the structure of the sys- 
tem itself: operations research today provides us with “operational” ways of 
studying structures as well as “operations.” (If anything, the authors have 
overemphasized the usefulness of operations research techniques for regulating 
the operations of a system, and underemphasized the usefulness of these tech- 
niques for improving upon the structure of a system. ) 

The “problems” referred to are “executive-type problems encountered in 
all areas of administration.” The fact that “executive-type problems” typically 
involve the “balancing of at least two conflicting aspects of the system’”’ does 
not reduce all such problems to economic dimensions—but it indicates that 
many aspects of the theory of the firm are susceptible of being analyzed by the 
techniques of operations research. It is, therefore, not surprising that the bulk 
of the analytical results contained in the book consist in deriving, for specific 
situations, the precise (mathematical) nature of the “marginal conditions” of 
the economist. Here lie the interest and significance of this new field for 
economists. Short of being completely satisfactory, the account of that field 
given in the book under review is a substantial improvement on previous 
attempts. 

It is not surprising that the quality of the book should be very uneven, since 
it contains contributions by 15 different authors which were originally used as 
lecture material for the “Short Course in Operations Research” taught at Case 
Institute of Technology. Actually, we are offered two separate books under 
one cover. What I shall call Book I is made up of Parts I, II, III, 1X, and X 

some 300 pages altogether; it is primarily addressed to “prospective con- 
sumers” of operations research; it deals almost entirely with methodology, 
and it was written primarily by the three authors whose names appear on the 
cover of the book; no special mathematical training is required from the 
reader of these parts. What I shall call Book II is made up of Parts IV to 
VIII, i.¢., some 400 pages; it is primarily addressed to “potential practi- 
tioners” of operations research; it deals with standard tools and techniques of 
operations research and it was mostly prepared by other authors; an elemen- 
tary knowledge of calculus, and occasionally of matrix algebra, is required for 
the understanding of these parts. 

Although most of Book I is of little interest to economists qua economists, 
it does provide a broad coverage of the main methodological issues encountered 
in applied operations research. Such an attempt, in a field that is not yet 20 
years old, is at the same time meritorious, ambitious, and bound to be only 
partially successful. 

Two sections of Book I are more likely to interest economists. Pages 174-84 


*The overlap with R. G. D. Allen’s new book, Mathematical Economics (New York, 
1957), is limited to 2 chapters out of 22: those on linear programming and on the theory of 
games 
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give a brief description and illustration of the Monte-Carlo technique.? Chap- 
ter 6 outlines a procedure for assigning relative values (utilities) to a set of 
objectives. This procedure, like the early attempts of Fisher and Frisch, is 
based on an additivity assumption (the utility of A and B is equal to the sum 
of the utility of A and the utility of B). It provides an iterative procedure for 
ranking objectives on an “ordered metric scale’* and is, therefore, distinct 
from the cardinal utility approach of modern economics. Surprisingly enough, 
no attempt is made at assessing the normative implications of a theory of 
choice from the standpoint of a firm. The discussion of the choice of a deci- 
sion function in the face of uncertainty (pp. 123-28) is brief and formal. 
Utility theory is referred to—but not done justice*—in a note at the end ot 
Chapter 6, where some of the economic literature is also quoted. Here, as 
elsewhere in the book, one has the feeling that a more systematic coverage of 
published material and less reliance on specific studies made by members of 
the staff of Case Institute of Technology would have enhanced the quality of 
the product. 

Kook II provides the reader with a fairly accurate picture of what opera- 
tions research models are, and of what they can do. It does not, however, pro- 
vide him with a complete summary of results, nor does it contain important 
new developments——-with one exception later to be mentioned. Essentially, five 
types of models are discussed: lot-size formulae® (Part IV); linear program- 
ming (Part V); queuing theory® (Part VI); replacement formulae’ (Part 
VII); and game theory (Part VIII). 


*“The Monte-Carlo technique is a procedure by which we can obtain approximate 
evaluations of mathematical expressions which are built up of one or more probability 
distribution functions; . . . In essence, the Monte-Carlo technique consists in simulating 
an experiment to determine some probabilistic property of a population of objects or 
events by the use of random sampling applied to the components of the objects or events” 
(p. 175) 


*This concept has been used extensively by C. H. Coombs; see, ¢.g., his papers in 
Decision Processes, R. M. Thrall, C. H. Coombs, and R. L. Davis, ed. (New York, 1954). 

* The reader is left with the wrong impression that utility theory is inadequate because 
it assumes complete agreement between objective and subjective probabilities. The authors 
avoid the basic problems raised in that connection by resorting to nonoperational measures 
of utility and probability. Such a position does not seem to be tenable when probabilities 
have to be estimated, not by the “decision-maker” himself, but by his agents. 

* Lot-size formulae are used to compute the quantities of one or more items that should 
be procured in order to: (1) meet given requirements, that may either be known with 
certainty or be estimated; (2) minimize a total cost function, Including such elements as: 
fixed and variable procurement costs, inventory carrying costs, run-out costs, etc.; (3) 
eventually respect such constraints as a fixed storage capacity or a fixed production 
capacity 

* Queuing theory is concerned with the operations of facilities for which the demand is 
randomly distributed over time and of which the output is subject to random fluctuations 
Typical problems that have been studied include: (1) the determination of the optimal 
number of service facilities; (2) the determination of the optimal load for a service facility; 
(3) the sequencing of operations to be performed by service facilities. 

"Replacement formulae aim at guiding investment and maintenance decisions in such 
respects as the timing of renewals and the selection of the most profitable investment 
alternatives. 
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Parts V and VIII are very poor introductions to the important theories with 
which they deal. The trouble lies mostly in the fact that too much space is 
devoted to computational aspects, whereas practically none is devoted to ana- 
lytical results. For instance, Part V presents two alternative procedures for 
solving the transportation model, explains the simplex technique, and discusses 
in detail a method of solution for the assignment problem. Yet, no mention is 
made of the basic theorem stating that the number of “activities” in an opti- 
mal solution to a linear programming problem need not exceed the number of 
constraints.® 

Part VIII contains a chapter on “bidding models” in which new material 
is presented with regard to a significant problem. The chapter deals with opti- 
mal behavior in auction and closed bidding situations. This is an interesting 
topic, but unfortunately its treatment is not very satisfactory, because it rests 
on highly unrealistic tacit assumptions, namely: that the probability of a 
particular closed bid being successful does not depend upon the amount of the 
bid (p. 564), or that the bids submitted simultaneously by various competitors 
are uncorrelated (p. 568). 

Part VI (queuing theory) is probably the best of the book. It strikes an 
elegant balance between the conflicting objectives of theoretical considerations 
and empirical illustrations. This result is due in large part to Chapter 15, 
which reprints a “classic” of operations research: L. C. Edie’s “Traffic Delays 
at Toll Booths.” This paper has the further merit of going into the matter 
of estimation of cost parameters, making explicit the nature of the approxi- 
mations used in the study. 

Parts IV and VII (lot-size and replacement formulae) are perhaps best 
suited as indicators of where operations research stands today. On the one 
hand, formal solutions to many general problems have been derived. On the 
other hand, manageable solutions to special problems are available. It is left 
to the ingenuity of the researcher to reconcile as much as he can his idealized 
models with the situation he faces while still retaining the advantages of 
manageable models. In so far as lot-size and replacement formulae go, the 
book illustrates neatly the possibility of improving upon current business prac- 
tices by means of analytical reasoning and numerical methods, and it implicitly 
stresses, for the benefit of the reader who has some knowledge of the field, the 
need for further theoretical developments. 

There are several important results and theories which have not found 
place in Book II. The most obvious examples are: the theory of teams, the 
theories of employment and production scheduling over time, dynamic and 
nonlinear programming. In so far as problem-areas go, the main shortcomings 
are probably in the fields of organization and communication theories* and 


* This is only intended as an example, typical of the main defects of Parts V and VIII, 
It is fair to add, however, that many operations research techniques, and linear program- 
ming in particular, are more powerful in securing numerical than in securing analytical 
results. This stems perhaps from the framework in which these techniques have been 


developed. 
*These two topics are briefly discussed in Chapter 4. 
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financial analysis. The omission of the former area is justified by the fact that 
it would deserve another whole book by itself. That of the latter area is more 
regrettable, since “internal rates of return” are used in several connections in 
the book. No systematic approach to their determination is presented—for 
the simple reason that operations research has not yet studied this problem 
carefully. This is one area where joint work with economists is called for. 

More generally, one may regret the lack of emphasis in the book on prob- 
lems of parameters-estimation. Such concepts as costs, revenues, capacity, 
etc. ..., play an important role in applied operations research studies. Their 
nature has always interested the economist, their determination the business- 
man, Both will, unfortunately, learn relatively little in that respect from the 
book under review. 

This is not the place to discuss the important issues raised by the relations 
of operations research to economics; yet the book throws a vivid light on 
several aspects of that broad question. 

Virst, although it is becoming clear that the methodology of operations 
research—with which this book deals in as systematic a fashion as is possible 
today—should not be of immediate concern to economists, operations research 
techniques are just as useful to provide microeconomics with empirical content 
as statistics is in connection with macroeconomics. 

Second, although there is nothing in existing operations research results 
that contradicts directly the basic propositions of the theory of the firm, 
operations research theory and practice indicate strongly that the significance 
of these propositions is much more normative than descriptive—and familiarity 
with this new field makes an economist much more careful in his statements 
and applications of the traditional mode]. Qualifications to that model, aiming 
mostly at dealing with such constraints as joint costs, fixed factors, indivisi- 
bilities, capital rationing, etc., are likely to be emphasized in operations re- 
search work much more than they have traditionally been (with a few ex- 
ceptions) in economic writings. 

Third, the participation of economists in operations research studies, which 
is viewed by scholars coming from other disciplines as desirable and important, 
is likely to lead to significant new developments in economics. Not only will 
new models of the firm emerge, that will give more precise content and more 
realism to existing theories, but one may expect their implications for macro- 
economics and for economic policy to fill important gaps in our knowledge. 

Fourth, the applied operations research literature is a valuable source of 
information about business practice. The insights thus provided will be the 
more abundant the more those engaged in operations research will be inter- 
ested in economic problems. As for the economist, he will find in the book 
under review an opportunity to assess the potentialities of operations research 
from the viewpoint of empirical information. For this reason alone, the book 
is a significant contribution to the economic literature. 


Jacques H. Dreze 
Carnegie Institute of Technology 
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Effects of Price Level Changes on Business Income, Capital, and Taxes. By 
RatpH CouGHENouR Jones. (Columbus: American Accounting Associa- 
tion, Ohio University. 1956. Pp. xvi, 199. $4.00; paper, $3.25.) 

This book represents an effort to pierce the veil of original cost accounting 
and to reveal what has happened to the income and wealth of business firms 
as a result of inflation. Its concern is to show changes in income and wealth 
by adjusting nominal wealt: and income data for changes in the general pur- 
chasing power of money. Jones attempts to do this by “showing in abstract 
or mathematical terms what necessarily happens under different sets of as- 
sumed conditions ” (p. iii, our italics). He does not use empirical data to test 
these implications; instead he selects four firms to illustrate his main points. 

Jones shows that accounting conventions are blocking an understanding of 
what happens during inflation, and his attack on original cost accounting 
enables him to clear the way to better understanding. He correctly emphasizes 
a fundamental distinction that has been ignored in accounting practice: the 
distinction between monetary and real assets (or liabilities). Monetary assets 
are those whose prices are contractually fixed in money units, while real assets 
are those whose prices are not so fixed in money units but are market-deter- 
mined. Thus bonds, accounts payable, or money, are money assets or liabilities; 
the number of dollars due or receivable is specified in the contract or in the 
asset. Jones asserts that monetary debtors gain and monetary creditors lose 
through inflation. He does not test this implication nor does he refer the 
reader to any evidence that supports it. 

Furthermore, he deduces that business firms are much greater net monetary 
creditors than many of us have supposed. He deduces this by treating a large 
class of monetary debt as if it were real debt. In this way he underestimates the 
extent of monetary indebtedness of business firms. Paradoxically, the pitfall 
which has trapped Jones is his acceptance of accounting conventions which he 
initially set out to expose. This is his insistence on recognizing wealth incre- 
ments only when realized at the time of a sale and conversion to money. Thus, 
he argues that it would be ridiculous for DuPont to recognize capital gains in 
the price of GM stock held by DuPont until these capital gains are realized 
by sale: “First, there is no intention to sell the stock. Second, it is unthinkable 
that a block of sixty-three million shares could be sold on the market at a 
price determined by the purchase and sale of a few hundred or a few thousand 
shares. And third, it is a convention of accounting not to recognize unrealized 
gains as income” (p. 27). It is indeed hard to expose errors in old conventions 
if one at the same time reveres them. And it is this dogma of realization that 
leads Jones into error when deciding which assets to classify as monetary and 
which as real. He classifies extremely long-term, or permanent monetary debt 
as real. There is no intention or possibility of retiring it now when prices have 
risen. Therefore the gains accruing to monetary debtors cannot be realized. 
Only short-term is a monetary debt because only it is realizable during infla- 
tion. This means that long-term debt and preferred stock must be treated as 
nonmonetary debt. Hence the extent of monetary debts of business firms is 
underestimated; which leads to his conclusion that holding common stock is 
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much more like holding bonds than many of us had supposed. Jones offers no 
empirical evidence to test that implication, nor does he refer to available 
evidence, 

Income tax laws require a treatment of depreciation that overstates taxable 
income during inflation. Jones is clearly aware of this. But in his illustration 
of this point he makes another error which again overestimates the extent to 
which a business firm is a net monetary creditor—that is, holds more monetary 
asset claims than monetary debts. He writes: 


Assume that an asset installed at a cost of $100,000 has a service life of 
ten years with no scrap value and that it produces annual revenue of 
$20,000 before deducting the depreciation charge of $10,000. If the value 
of the dollar remains constant, half the revenue each year will represent a 
return of capital and the other half will be net income. According to ac- 
cepted accounting practice this will be true even though the replacement 
cost of the particular asset may rise or fall. Suppose, however, that the 
dollar loses half its purchasing power every year. This extreme rate of loss 
is assumed merely to make the computations easy. If conventional ac- 
counting practice is followed, half the annual revenue will still be reported 
as a return of capital and half as net income, even in this extreme case. In 
terms of real capital or purchasing power, the relationship between revenue 
and depreciation quite obviously is very different. It takes all and not 
merely half the revenue of the first year to return the purchasing power 
equivalent of the capital exhausted. During the second year the total reve- 
nue is equal to only half of the purchasing power represented by the de- 
preciation charge (P. 46). 


Jones seems to have assumed that the value of the output of the machine is 
independent of the price level. He therefore treats a real asset as if it were a 
monetary asset. This overstates the magnitude of monetary assets of the firm. 
Both of his analytic errors lead to overestimates of the net monetary asset 
status of the firm. 

Inflation raises market value of assets over their book value, a point which 
Jones occasionally neglects. The economic value of used assets, for which the 
gap between market and book value has widened, is greater in the market than 
it is for the original user. This is true because new users can depreciate on the 
basis of market price not original cost. This has been of considerable relevance 
for business policy in recent years and must have had some role in creating 
purchases and sales of assets that would otherwise not have occurred. 

From the point of view of the Treasury, assets can only be depreciated on 
the basis of original cost. However this does not imply that stockholders lose 
the difference between the purchasing power of the dollars originally expended 
and the purchasing power of the dollars “realized” through depreciation allow- 
ances. Clearly the replacement of assets must be economically justifiable by 
a rate of return after taxes based on current costs. But the costs of new and 
second-hand assets are related. Therefore if the stock of capital is maintained, 
this implies that the yield on old assets must be related to their current values 
as agents of production, not original costs. This means that the yield of these 
assets, out of which depreciation allowances are “realized” must be larger 
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than it would have been in the absence of inflation. Therefore the money 
available to be set aside is larger. 

In the second and third parts of the book Jones illustrates how corporate 
income accounting based on original costs for real assets and inventories leads 
to overestimates of current profits and taxable income. He illustrates this for 
various rates of inflation, permissible depreciation policy and growth rates of 
the firm. 

One of Jones’ four firms which he investigates to illustrate his analysis is a 
public utility. He argues that its rates are set on the basis of original cost rather 
than replacement cost. Therefore although this utility has an enormous debt, 
the stockholders are not allowed to keep the wealth lost by the bondholders, 
because these gains are transferred to the public utility’s customers via prices 
that are lower than costs. He describes this case by creating the classification 
of quasimonetary assets which are assets that are real but which are monetary 
from the point of view of their yield. This makes inflation a negative sum game 
between creditors and debtors and a positive sum net gain game for public 
utility customers. It seems more direct to say not that stockholders do not 
gain at the expense of bondholders, but that the public utility commission does 
not permit them to keep the gains. This argument is not applicable to nonrate- 
regulated industries. 

His main recommendations are that business firms should classify their 
accounts in balance-sheet reporting into monetary and real accounts. This is 
indeed a sensible but possibly premature suggestion. Greater conceptual clarity 
and empirical validation would be helpful. He also recommends that deprecia- 
tion accounting be based on replacement costs and offers suggestions as to 
how this could be done. In sum the author has tackled an important problem, 
he has perceived an important distinction in asset classification, but accounting 
conventions have been given too much reverence. The consequent mixture of 
penetrating insight and economic analytic error is a bit disturbing to the careful 
reader. Of primary critical importance however is reliance upon assumption 
and logic to derive implications that, with actual data, are illustrated instead 
of tested. 

ARMEN ALCHIAN 
REUBEN KESSEL 
University of California, Los Angeles 
University of Chicago 


Price Level Changes and Financial Statements—Case Studies of Four Com- 
panies. By Rateu C, Jones. Price Level Changes and Financial State- 
ments—Basic Concepts and Methods. By Perry Mason. (Columbus: 
American Accounting Association, Ohio State University. 1955-1956. 
Pp. 179; 28.) 

These publications of the American Accounting Association, together with 
Effects of Price Level Changes on Business Income, Capital, and Taxes, by 
Ralph C. Jones (also reviewed in this issue, p. 1051) are the product of four 
years of research into the effects of general price level changes on reported 
business capital and income and represent essentially three facets of the same 
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theme so are treated in this review as one work. Their objectives were to: 
(1) develop techniques for preparing supplementary financial statements ex- 
pressed in constant-value units; (2) compare the results of uniform-dollar 
statements with conventional, historical-dollar statements for specific firms; 
and (3) provide information for evaluating uniform-dollar statements. In 
seeking to meet these objectives they have essentially followed the path 
identified with H. S. Sweeney whose book Stabilized Accounting (New York, 
1936) recommended converting each account into current values by means of 
a general price index. Sweeney’s work, in turn, was based on his study of 
German methods of accounting during the inflation of the 1920’s. The publica- 
tions here reviewed have carried the uniform-dollar approach far enough to 
provide a basis for evaluating the index-adjustment solution to the problem 
of business financial reports in a world of changing monetary values. 

In brief, the authors are concerned with the fact that reported business 
income is the difference between sales—stated in fairly current dollars—and 
expenses which are partly ftespecially depreciation) measured by dollars of 
earlier periods. Also, the balance sheet contains accounts that may be dollar- 
dated over a range of 20 years or more. As they point out, this is analogous to 
adding amounts stated in pounds, pesos, and francs to amounts in dollars 
without first converting the foreign currencies by appropriate exchange rates. 

The solution proposed in these books is to adjust all accounts in the income 
statement and balance sheet by an index number representing the general 
price level (the consumers’ price index is recommended), with the most re- 
cent period as the base. Each account is multiplied by the index value that is 
chronologically appropriate. A building acquired 5 years ago would have a 
different adjustment factor than a 10-year old building, and the depreciation 
on both would be adjusted accordingly. Thus income statements and balance 
sheets would be reported as if the dollar had always been at its most recent 
value. 

The major conclusions from their case studies and theoretical analyses 
are these: (1) Fluctuations in the price level, ¢.g., the substantial inflation 
since the late 1930's, considerably impair the usefulness of financial state- 
ments based entirely on historical costs. (2) The major discrepancy between 
net income reported by historical-cost methods instead of current dollars 
arises from the difference between depreciation based on original cost in his- 
torical-dollars compared to current-dollars. (3) Because depreciation deduc- 
tions are limited, for income tax purposes, to original cost in historical dollars 
real rates of taxation are raised above nominal rates during and after periods 
of inflation. (4) Management and investors are unlikely to realize, as accu- 
rately as they would if they used adjusted figures, that inflation makes a 
substantial part of reported earnings (based on historical dollars) fictitious in 
a real sense; as a result management is likely to distribute through dividends 
part of the company’s capital. 

With most of the conclusions economists are familiar; for example, the role 
of inflation as a tax collector. However, the careful analytical and inductive 
research in these studies provides further support for their beliefs. One con- 
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clusion, however, will seem surprising to economists who believe that creeping 
inflation is generally helpful to business firms since sales dollars measured in 
current prices are matched against expenses incurred during previous periods 
of lower prices. If the samples studied in these reports are representative, 
business firms even during the exceedingly prosperous period of the 1940’s, 
failed to earn, after taxes, as much as 5 per cent on investors’ equity measured 
in real terms. It is worth questioning whether business firms can long con- 
tinue to attract risk capital if the real rate of return remains so low. 

The studies raise several questions, all of which are at least partly answered 
by the authors. Should all firms’ accounts be adjusted by a common index, 
measuring the general price level or should different indexes apply to different 
companies and different products? If a common index is used, should it be 
the consumers’ price index, the wholesale commodity price index, or the gross 
national product price deflator? Should purchasing power gains (or losses) 
on either monetary investments or nonmonetary investments be taken into 
consideration even though unrealized? 

One of the most fundamental questions is only implicitly raised. If the 
accepted accounting practice of using historical costs is abandoned, ac- 
countants could move to the half-way station described in these books, where 
the historical-cost approach is followed but the accounts are measured in a 
constant-value unit, or they can go further and adopt the economic view that 
the true worth of assets is the present value of their discounted future earnings. 
Conceptually this latter position is the more tenable, but accountants are 
understandably reluctant to use it since it involves so many arbitrary esti- 
mates. However, the constant-dollar adjustment device, when carefully ob- 
served, involves so many acts of judgment that it seems to be as susceptible 
to this criticism as the more extreme present-value approach, in which case 
the economic logic of the present-value approach might argue for its adoption 
if accountants are ever to abandon the present historical-cost method. 

Since management is presumably striving to maximize profit regardless 
of the value placed on the profit, the question arises whether uniform-dollar 
accounting is any more useful in helping management make good business 
decisions than historical-cost accounting. It might seem that management’s 
position is analogous to the bridge-player who will play his best whether the 
stakes at the end of the game are announced to be a penny or a half-penny a 
point. But Jones and his associates report that they found management 
decisions on such things as the amount of dividends, the price charged for 
the product (especially in regulated industries), and capital structure were 
influenced by the numbers reported in accounting statements. Therefore, it 
seems that, for management purposes, adjusted financial statements would be 
useful if for no other reason than to alert the executives to the limitations 
of accepted accounting reports. 

Finally, these studies raise a serious question about the level of the cor- 
porate income tax in real terms. During and after inflationary periods it is 
higher than the nominal rates; the opposite being true for deflation. The 
implications of this involve consideration of stabilization policy, growth 
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policy, and government fiscal matters that clearly deserve more attention. It 
is to be hoped these studies will encourage and provide part of the foundation 
for such tax analys.s. 
Joun P. SHELTON 
Claremont Graduate School 


Analysis for Production Management. By E. H. BowMan and R. B. Fetter. 
(Homewood, Ill.: Richard D. Irwin. 1957. Pp. xiii, 503. $6.50.) 

We are often advised to do good, rarely how to do good, or even what good 
to do. Many would prefer to do well, but this know-how is perhaps as elusive 
as the other. In recen! years, work in economics, applied mathematics, sta- 
tistics, operations analysis, management science and related fields has been 
directed toward producing know-how about what and how to optimize. Those 
interested in doing we!l do well to pay attention to these developments. The 
book under review is a text designed to present some of this recently developed 
how-to-do-it information to students of industrial management or industrial 
engineering. It is, as far as I know, the first of what is sure to be a long series 
of books of this general kind. As harbinger of the coming season, it perhaps 
deserves special notice. 

The book is aimed at students who have had an introduction to calculus, a 
course in statistics and a course in mathematics. Students who have had these 
courses, and remember no more of them than students generally do, should 
have no special difficulties because of deficiencies of background. 

The book is devoted to the application of formal analytical methods to the 
problems of production management, rather broadly conceived. The aim is to 
present methods rather than theory, and consequently the emphasis is on 
elucidating the methods and their uses, rather than on including many “meth- 
ods” in a single generally stated type of analysis. Thus, one finds something 
called “Total Value Analysis” and something else called “Incremental 
Analysis” presented as two different methods. The distinction between them 
is that Total Value Analysis involves maximizing some quantity such as 
profit by solving the equation obtained by setting its derivative equal to zero. 
The corresponding “Incremental Analysis” problem involves equating the 
derivative to zero directly without considering the function whose derivative 
it is. The authors, of course, suffer from no confusion about the relationship 
between these two types of analysis; they evidently prefer to distinguish them 
as methods of analysis because they involve different concrete procedures 
when applied to a particular problem. ‘This point of view may seem strange to 
theoretical economists, but it is widely held by students and particularly 
cherished by engineering students. On the other hand, economists are likely 
to fina congenial the extensive use of examples, including numerical examples, 
as vehicles for presenting the methods. These presentations are simply, directly 
and clearly written, though economists who suffer from terminological 
chauvinism will find small annoyances here and there. 

The book coniains four main blocks of material. The first, called Orienta- 
tion, tells what production management is all about, presents dicta on scientific 
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methods and gives an account of the standard graphical and schematic methods 
used by industrial engineers. This section occupies about 80 pages, of which 
about 40 deal with the engineering methods. In view of the spirit of the 
subsequent material it may be conjectured that this was included “pour 
épater le bourgeois.” 

The second major section presents mathematical programming methods. An 
exposition of the linear programming model and simplex method of solution 
is given; the special case of transportation problems is presented. The authors 
also give a brief introduction to dynamic programming in an example with 
discrete time. Some 70 pages are devoted to these subjects. 

The third major subdivision includes statistical material. Sampling inspec- 
tion and quality control are treated rather thoroughly as well as certain 
subjects involving the analysis of variance. Some 65 pages are devoted to this 
material. 

The fourth main section is called Economic Analysis and includes “Total 
Value Analysis,” “Incremental Analysis” (already referred to above) and 
“Equipment Investment Analysis.” The examples include the so-called eco- 
nomic lot-size problem, an inventory problem and a waiting-line problem. 
Some of the problems involve uncertainty. There is then a short discussion 
of the use of Monte Carlo methods, illustrated by a problem of maintenance 
policy. The final chapter of this section treats equipment replacement and 
presents the standard Lutz-Preinreich-Terborgh treatments. The presentation 
is clear and direct. The inadequacies of this mode of approach to the problem 
are not to be charged against a textbook in which they are correctly presented 
as the best available methods. Perhaps the authors are wise not to fill the air 
with qualifying remarks concerning the theoretical adequacy of these methods. 
Students display a deplorable reluctance to devote hard effort to the mastery 
of useless things, as well as a tendency to leap like grasshoppers to the nearest 
visible conclusion. 

A collection of ten “cases” occupies the final 120 pages of text. Each case 
is a story of a business situation, told in great detail and with an effort to 
achieve realism. The case method and case materials are not widely used in the 
teaching of economics and so perhaps deserve an extra word here. These cases 
are presented so that the reader may sce in the natural habitat instances of 
applicability of the methods presented in the text. The use of cases, as distin- 
guished from the problems, or exercises, found at the end of each chapter in 
the text is, one imagines, designed to encourage the reader to acquire a sense 
of the chaotic complexity of problems as encountered in the raw. This experi- 
ence (perhaps it should be called shadow-experience) will, it is hoped, save 
the neophyte from mental paralysis in the face of a real live “case.” Real 
cases are required on the ground that “only God can make a tree.” Whether 
a stiff workout with stuffed animals will enable the trainer to deal more effec- 
tively with the raging lions is difficult to say. The effectiveness of the cases 
in this book will depend to a great extent on the students who use them. 
My own opinion is that they are likely to prove useful. Cases are different 
from mere problems and supplement them rather nicely in connection with 


: at 
. 
4 
4 
| 
| 
4 
be 
“4 


1058 THE AMERICAN ECONOMIC REVIEW 
material of the kind presented in this book. Teachers of economics might do 
well to make more use of this kind of material. 

‘The book concludes with some 30 pages of appendixes, including reprints 
of statistical tables useful in connection with the text. 

In a market economy there is, perhaps, no higher praise to be offered to the 
authors of a commercial textbook than to adopt it for classroom use. I intend 
to try this one myself. 

STANLEY REITER 
Purdue University 


Marketing Behavior and Executive Action—A Functionalist Approach to 
Marketing Theory. By Wroe ALverson. (Homewood, Iil.; Richard D. 
Irwin. 1957. Pp. viii, 487. $6.50.) 

Once in a while an author produces a book which is one of those happy 
marriages of information and insight. This is such a book. Alderson’s keen 
observation and analysis of contemporary marketing theory and practice 
stamps this book as an outstanding performance. In fact, its very vitality 
makes it hard to confine the volume’s ideas within the compass of a brief 
review, and consequently the present discussion may convey only a fragmen 
tary notion of the book’s worth. 

Most salient is the freshness of the approach. It is an eclectic one in the 
best sense. Alderson combines psychology, economics, sociology, marketing, 
etc., both illustratively and substantively. He gives this approach a new label 

Functionalism—not precisely distinguished, but why cavil? Distinguishing 
his approach from the more traditional commodity and institutional approaches 
of marketing theory, Alderson defines his functionalism as “an aspect of a 
general theory of human behavior” (p. 24). For Alderson, marketing is an 
organized behavior system with patterns of power and communication, inputs 
and outputs and internal and external adjustments. This is indeed almost a 
sociology of marketing. These ideas are first examined in the preliminary 
chapters which relate marketing to the other behavioral sciences, and represent 
an attempt to establish the rationale of the functional approach. In Part II, 
the heart of the book, Alderson applies the conceptions developed in the open- 
ing chapters. Part II is captioned “The Theory of Market Behavior,” and 
it can be summarized by using his own words (p. 99): 


The functionalist approach to competition emphasizes rivalry within and 
among behavior systems in the search for differential advantage. Negotia- 
tion is a major topic in the present view, accounting for what may be 
called the vertical relationships of behavior systems as compared to the 
horizontal relationships constituting competition. The treatment of con- 
sumer motivation takes the household as the fundamental unit and con- 
siders aspects of its structure and functions which determine the course: 
of consumer buying. The discussion of exchange describes the four aspects 


of sorting which produce economies in matching sup’ ad demand. 
Price is discussed in terms of the uses and limitations of m arginal anal- 
ysis. Some basic problems of price policy are also di: vd, including 


the overriding problem of maintaining an integrated price structure. The 
possibilities of creative marketing in stimulating demand are considered 
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with respect to such processes as product innovation and advertising. The 
market transaction is analyzed to show how it has been modified to in- 
crease marketing efficiency. Finally, the dynamic character of modern 
markets is shown to rest on competitive efforts at market organization. 
(The italicized phrases indicate the subject matter of the eight chapters 
comprising Part II). 


It can be seen from this, that this book attempts to recast marketing 
theory into a new mold. There is a profusion of novel insights into economic 
and marketing problems. For example, in discussing bilateral monopoly 
Alderson declares that agreements between manufacturers and distributors 
might well be productive of low prices to consumers rather than high prices 
as postulated by orthodox theory. In fact he states that he “has yet to see any 
real cases which would support the theoretical possibility ...” (p. 135). At 
another point, in analyzing what he calls “Matching and Sorting: The Logic 
of Exchange,” Alderson contributes the interesting notion of technological 
distance between producer and consumer. This is the idea that goods are 
assorted (or matched) in accordance with market functions, each stage of the 
market producing different assortments, and the whole tied together into a 
smoothly functioning system by the channels of marketing (pp. 215-16). 
Many other illuminating ideas could be cited. 

Of greater interest to economists perhaps, would be Alderson’s discussion 
of marginal analysis, indifference and substitutability (Ch. 8). The theoretical 
level is neither high nor rigorous, but it must be remembered that this is a text- 
book in an applied field. This is not intended to belittle nor excuse. Alderson’s 
superior gifts of analysis and perceptive insight are evident on every page. In 
fact, perusal of even the brief critique of marginal analysis in the work may 
yet serve as a useful reminder to those theorists who, enamored of the logic 
of the graphs and equations they develop, come to believe that human beings 
may actually behave in accordance with their devices. Alderson comments: 
“Marginal analysis applies to elements which can somehow be reduced to a 
common quantitative basis. When this cannot be done, there are key manage- 
ment decisions which lie beyond the reach of the marginal approach” (p. 244). 

What does all this lead to? Part III attempts to furnish the answer. In this 
section, the previously developed concepts are utilized for the purpose of pro- 
viding a guide to executive action in the market place. The final chapter, for 
example, evaluates such matters as the marketing approach to quality con- 
trol; marketing analysis and organization problems; marketing and investment 
planning. In the closing pages of this chapter, however, Alderson philosophizes 
concerning the forces of change within our economy and our society. Here he 
is less successful than in the technical areas of discussion. In detailing the 
fate of our economy according to Marx, Schumpeter and Charles F. Roos 
(an interesting trinity!) he is somewhat diffuse and lacking in the bite and 
clarity which characterize the remainder of the book. It is possible that the 
mechanics of textbook production required its inclusion, but it is obvious 
that a subject of such magnitude cannot be adequately treated in a few pages 
relegated to the end of the book. 

Summing up, there can be no question that this book is worth many times 
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the price of admission, and as a text in marketing theory it is far superior 
to practically all that have gone before. 
DANIEL FEINBERG 
New York City Community College 
Brooklyn, N.Y. 


Industrial Organization; Government and Business; 
Industry Studies 


The Politics of Industry. By WALTON HAmiILton. William W. Cook Founda- 
tion lectures 1955. (New York: Alfred A. Knopf. 1957. Pp. xvi, 169. 
$3.50.) 

In recent times, as economists have become increasingly concerned with 
respectability, it has come about that some of the older generation seem very 
young in their surviving criticism and complaint, just as some of the younger 
seem very old in their amiable conformity. Walton Hamilton is less young 
in years than others. This book is based on lectures given at the University 
of Michigan where he studied under Fred M. Taylor, Henry C. Adams, and 
others when the century was still new. But throughout there is a fine, youthful 
exuberance which manifests itself in repeated assaults on the more comfortable 
clichés of free enterprise and a marked conviction that the economic world 
could still do with some remaking. The essays are also both lucid and learned 
as befits a man who has combined a career as lawyer, public servant, economist, 
and instructor in medieval history. They are spiced with gay and wicked 
humor—he has Adam Smith observing that lawyers do not meet, even on the 
most innocent of occasions, without causing an increase in the price of re- 
tainers—and are altogether a delight. 

The author begins by attacking the notion that a sharp line divides the 
sphere and functions of the private firm from that of government—a notion 
that is at once so oversimplified as to be all but simple-minded and that rules 
in at least nine-tenths of our economic and political comment. For while the 
professional business orator proclaims the need for preserving the integrity of 
private enterprise in face of the inroads of public authority, the private corpo- 
ration has long been occupied in appropriating the authority of the national 
state for its own purposes. It is Hamilton’s view that this tendency is proceed- 
ing at an accelerating rate and that we are by way of having a rebirth of the 
“honorable” trading company which reinforces ordinary functions with a 
de facto grant of public authority. The several lectures are concerned with 
various ways in which this power is won—by having control of the public 
regulatory process, as the railroads have, if not controlled, at least profoundly 
influenced the Interstate Commerce Commission; through skillful manipula- 
tion of the patent daw; through international operations that, in effect, 
transcend national authority; and in many other less portentous ways. 

This description is the heart of the book. Through it runs a strong undertone 
of criticism—the sense that these things shouldn’t be. And in the last chapter 
the author has a few things to say about what might be done. Since he has 
already shown that the regulation of the regulators is an admirable device for 


4 

J a 
‘ 

“he 

4 

hs 

an 

ae 

| 
aig 

oe 

4% 

i! 


BOOK REVIEWS 1061 


turning public power to corporate purpose, he is a little handicapped when it 
comes to urging stronger government regulation. He has a nostalgic affection 
for the antitrust laws, but he is too realistic to regard the courts as an instru- 
ment of sweeping reform. And so it transpired that the author left Ann Arbor 
without offering any very solid proposals about the things that give him 
discomfort. That is a fault, but not a fatal one. As an assault on pompous 
simplification this is more than a day’s work. 


J. K. GaLpraitu 


Harvard University 


The Cotton Industry in Britain. By R. Rosson. (London: Macmillan & Co., 
Ltd. New York: St. Martin’s Press. 1957. Pp. xx, 364. $10.00.) 


This completely informed account of an historic industry—its organization, 
recent trends, and prospects—is by the Director of Statistics of the Cotton 
Board, Manchester. It is of peculiar and immediate value to the trade, 
whether in Britain or in other countries where textile manufacture is estab- 
lished or contemplated. Besides this specialized use, the work has significance 
for international economic policy in many departments. While the complica- 
tions of the subject are recited, analysis leads to judicious conclusions which 
deserve to be pondered in industrial and official quarters. Statistical exhibits 
clarify, do not clutter. 

World developments in the period embracing the two wars and coming to 
the present are illustrated in this appraisal of the mistress of manufactures. 
Agriculture, finance, commerce, labor and standards of living in remote places 
are tied into the problems of Lancashire. This will remain true because, as 
this study is the latest to confirm, distance of cotton factory from cotton field 
is relatively unimportant. Since cotton, once ginned, involves little waste in 
fabrication, nearness of mill to market may balance the advantage of proximity 
of another mill to raw material. 

What may be called the textile complex is here explored—the advent of 
synthetic fibers as competitors and as complements to cotton. The benefits and 
perils of integration, particularly vertical integration, under a single- firm are 
examined in a fashion meaningful for the United States where the project 
of combining every process from cotton to final customer of cloth has had a 
whirl. Productivity trends are explained, with assignment of causes and 
consequences. 

The last chapter, on “The Future of the Industry,” will attract the eye of 
every reader. This is projected against a background of declining percentage 
expenditure on clothing, due to income changes, increasing age of the popula- 
tion, high prices, and the attraction of other consumer goods in greater variety 
than formerly. The production of household textiles has likewise declined. 
Fortunately, industrial uses demand a volume three times that of forty years 
ago. As the textile industry, technologically mature, may be easily established 
anywhere, it tends to drift to low-wage areas which begin to supply their own 
home markets and enter export as well. For this reason lagging productivity in 
the Sritish industry gives concern. Mr. Robson is sure that protection is 
required, but also urges that concentration and a high degree of specialization, 
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serviceable in the past, may be detriments to new ideas and new entrants which 
a more decentralized industry may provide. 


Broapus MITCHELL 
Rutgers University 


Concentration in Canadian Manufacturing Industries. By GmDEON ROSEN- 
uLuTH. (Princeton: Princeton University Press, for National Bureau of 
Economic Research. Pp. xv, 152. $3.50.) 

Tust as the cover of a book may be misleading so may its title, and it is a 
common experience to feel that an author has cheated by promising more in 
the title than the contents deliver. Rosenbluth’s book reverses this and contains 
considerably more than is implied in the title. His study, which started out as 
a Columbia doctoral dissertation, turns out to be not only a compilation of the 
Canadian figures on manufacturing concentration ratios but also a study of 
the forces making for high and low cencentration ratios. It is this latter aspect 
of the book that gives it generality beyond its title and justifies the fly-leaf 
claim that it “should interest not only those concerned with the problems of 
concentration and monopoly, but also students of firm size, economies of 
scale, industrial growth trends, the relation between plant and firms, and 
other aspects of industrial structure.” 

The major findings on the causes of high concentration are that it is a 
matter of big firms, in small industries, producing products having relatively 
low transportation costs, and a high capital-labor ratio. It should be noted 
that size of firms is more important in causing high concentration than in- 
equality of firms size. The finding that the larger the industry the lower the 
concentration raises the question of whether or not industry growth generally 
brings with it a decrease in concentration. It also brings up the question of 
whether the definition of industry is consistent. Is a smaller industry one that 
has a finer classification of product? 

On the question of differences between piant and company concentration 
Rosenbluth found that large companies were more apt to have multiplant 
operations and their plants were apt to be larger as well. The existence of 
multiplant operations reflected either transportation barriers or mergers. 

A comparison of 1947 data on U.S. industries with the 1948 Canadian data 
finds that in general the pattern of concentration is very similar but the 
Canadian industries are more concentrated. This is of course consistent with 
the importance of industry-size as a concomitant of concentration. 

An analysis of time trends in concentration was handicapped by a lack of 
data. There were figures on over-all concentration in output and employment 
on a plant basis going back to the early 1920’s. Rosenbluth did what he could 
to separate the shifts in the relative importance of concentrated industries from 
the shifts in concentration proper but the results are sketchy. They support 
the optimistic view that the growth of the market proceeds faster than the 
technological and other forces making for larger plants, and that consequently 
the average level of concentration in industries has probably decreased with 
growth. The wartime “increases” in concentration seem to have been connected 


2 

ak 

iv 

4 

ees, 
<> 
5 
ql 

Pow: 

4 

A 
Ag 

Th. 

¥3 
- 
i 

Ths 

44 


BOOK REVIEWS 1063 


with shifts in the relative importance of industries. This subject of growth and 
concentration needs further exploration with better statistical sources. 

No attempt has been made in this review to cover the research methods 
used. There is some methodological novelty but for the most part the work 
represents a careful study using standard techniques. One is tempted to com- 
ment that our profession needs more of this type of solid scholarly work and ° 
less of the grand argumentative discourses. This book, without question, adds 
to our store of knowledge and deserves a wide reading. 

CHARLES R. DEAN 

Schenectady, N.Y. 


United States Shipping Policy. By Wvytze Gorter. (New York: Harper 
srothers, for Council on Foreign Relations. 1956. Pp. xx, 230. $5.00.) 

This book is the product of extended and comprehensive study by a com- 
petent student of the problem. It deals with the development and present status 
of the maritime industries, including shipbuilding and ship operation. 

The policies of the federal government, beth historically and current, affect- 
ing these industries are dealt with at two levels: analytically to give the reader 
a complete background of the origin and development of the policies, and 
critically as a basis for the author’s suggestion as to revisions of policy which 
might be better designed to achieve the state goals of national policy in this 
field. 

The central core of the problem with which Gorter deals is reflected in the 
fact that the United States shipbuilding industry has been rescued twice from 
near extinction by large-scale war. Of the total output of ships from U. S. yards 
in the 41-year period 1914 to 1955, 86 per cent was produced in the nine years, 
1917-1920 and 1942-1946, 

The two fundamental problems in this area of national policy and action 
with which legislators have been attempting to deal and for which they appar- 
ently have not yet found a satisfactory solution are: (1) how to maintain a 
merchant fleet, either active or in storage during interwar periods, of sufficient 
size and quality to avoid the hastily improvised and costly construction to meet 
the exigencies of war conditions—characteristic of two past experiences, and 
(2) how to maintain during “normal” world conditions, a U. S. flag merchant 
marine adequate to meet the assumed or real needs of American shipping at 
the lowest economic cost to the nation. 

There are three basic components of stated national policy designed to 
achieve these objectives, and two subsidiary lines of action or policies which 
have a bearing on the effectiveness of basic policy. Gorter’s book describes in 
detail, both analytically and critically, each of these policies, and makes the 
following general findings and conclusions: 

1. Assistance to Shipbuilders. Gorter critizes the present policy on the follow- 
ing grounds: (a) It has not been so applied as to support the required mini- 
mum of shipbuilding facilities for military requirements. (b) The present 
policy unwisely links the problems of construction and disposal. Since the 
Maritime Administration holds a large number of reserve ships and since the 
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peacetime demand of American operators usually is not sufficient to maintain 
the essential nucleus, helping operators is not the best way to sustain the 
shipbuilding industry. (c) As an essential defense industry, shipbuilding should 
not depend largely upon the availability of private capital. The government 
should use the subsidy program to make up the difference between private 
orders and the essential nucleus of shipbuilding. If domestic ship orders exceed 
the national defense level, surplus orders to foreign yards should be allowed 
without American ship operators losing the benefit of the operating subsidy. 

2. Ship-operating Subsidies. Based on available figures of military require- 
ments, Gorter concludes that in spite of the subsidy program the tonnage of 
merchant shipping falls short of satisfying the minimum defense needs by 
about 2 million deadweight tons, or about 1/5 of the active U. S. merchant 
marine. The commercial results of the operating subsidy program are not pre- 
cisely determined, but probably it has improved the quality of the merchant 
marine. The cost of subsidies is modest in comparison with total government 
expenditures, vessel operating revenue and vessel operating expense, but is 
large compared with the net operating profits of American operators. Subsidies 
are relatively inoffensive to foreign operators, are unlikely to invite retaliation, 
and retain the competition of the conference system. Gorter concludes that 
granting operating subsidies on essential routes leaves a substantial area of 
shipping to private competition free of government subsidies and is preferable 
to a general navigation bounty. 

3. Cargo Preference. The cargo-preference policy is of vital importance to 
ship operators, particularly to U. S. tramp operators. The present tramp fleet 
is to a great extent a creature of the 50 per cent provision. U. S. tramp opera- 
tors cannot compete effectively with their foreign counterparts because of high 
costs. The advantage of tramp shipping is its usefulness to the military. 
Trampers are flexible; their crews have wide experience. Most tramp ships, 
however, are liberty ships having large deadweight capacity but speeds (10 
knots) dangerously slow for convoy operations. The government might more 
cheaply modernize reserve libertys—and at the same time give some aid to 
U. S. shipbuilders—than retain cargo preference to keep middle-aged obsolete 
tramp vessels in operation. 

Subsidized liner companies favor cargo preference, which they allegedly need 
for adequate revenue. They state that without cargo preference most aid 
cargoes would move in foreign flag vessels to save dollars and that discrimina- 
tion against U. S. flag vessels by foreign countries would become intolerable 
without cargo preference. Gorter opposes this argument. Cargo preference 
itself, he says, is a form of discrimination, and the best way to remove it is 
through negotiation rather than through counterdiscriminatory measures. The 
elimination of cargo preference, Gorter suggests, might hurt foreign-trade liner 
operators less than their unsubsidized U. S. flag competitors. 

Generally, Gorter concludes that cargo preference is inconsistent with the 
general aims of U. S. foreign economic policy and that it cannot be defended as 
an economical way to build up a nucleus merchant marine for national defense. 
The effects of eliminating cargo preference legislation, however, should be 
evaluated in the light of defense requirements. 
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4. Shipping Conferences. Gorter believes that present policy is “best” in 
that it requires open conferences and fair rates without damaging our relations 
with other nations. 

5. Military Sea-Transport Service. In view of national defense requirements, 
the government must operate a fleet over which it has fu!! control, without 
danger of interruption from labor disputes or other sources. The MSTS policy 
of making full use of cargo space aboard its own vessels—rather than dividing 
shipments between MSTS and American private vessels—is economically de- 
fensible. 

Gorter suggests the possibility of allowing greater use of foreign carriers, 
particularly of NATO country flag vessels, to reduce the cost of military 
shipping, to increase the strength of NATO countries, and as a bargaining 
tool to offer foreign nations advantages for which the United States may nego- 
tiate diplomatic concessions. 

Undoubtedly, some students of this problem will find that Gorter’s analysis 
emphasizes “internationalism” to the extent that, especially with reference 
to the “cargo preference” issue, it would appear to give heavier weighting to 
the objectives of international diplomacy than to the real or assumed economic 
interests of U. S.-flag vessel operators. Gorter’s book, however, represents the 
most comprehensive analysis of this highly controversial and important phase 
of national policy; it is well organized, well written, and is a scholarly treat- 
ment of the subject. 

CHARLES L, DEARING 
The Illinois State Toll Highway Commission 
Chicago, Illinois 


The Economics of European Air Transport. By StepHeN WHeEatcrort. (Cam- 
bridge: Harvard University Press. 1956. Pp. xxii, 358. $6.00.) 

This book is, in the judgment of the reviewer, the best economic analysis of 
air transport which has yet come into print. Mr. Wheatcroft’s study reflects 
the environment of the European air carriers, many of which have problems 
notably political—fortunately not encountered by domestic carriers in the 
United States. Nevertheless, the analysis is so basic that it can well serve as a 
guide to understanding the economics of air transport in any part of the 
world. In fact, students of American air transport economics would do we! 
to look to this book for such guidance. 

Wheatcroft has made a careful study of European air transport operations 
outside the Iron Curtain, and has drawn heavily on studies made both in 
Europe and the United States, particularly by the Air Research Bureau, a 
research organization sponsored by six major European carriers. He has also 
used effectively operating and financial statistics of individual airlines, govern- 
ment agencies, and such international air transport associations as the Inter- 
national Air Transport Association and the International Civil Aviation Or- 
ganization. Because of the author’s training in economics and experience in 
the airline business and in the International Air Transport Association, his 


research has resulted in a clear, accurate, and incisive analysis of the economics 
of air transportation. 
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One part of the book deals with the European airline industry, with particu- 
lar reference to the economics of short-haul air transport, which is so character- 
istic of European air transport operations, and its effect on economics of air- 
craft size, operational efficiency and costs, and rate structures. The second 
principal part of the book describes and analyzes the problems of competition 
and regulation, especially the problems created by the fact that most free 
European air schedules tend to be international in a geographic and traffic area 
smaller than the United States. The third part of the book summarizes the 
problems involved and offers various requirements for air transport progress. 
Wheatcroft concludes that the possibilities for lowering costs, increasing 
traffic, and strengthening European air transport depend upon greater gov- 
ernment and airline cooperation in this market. In fact, he finally recommends 
a regional organization for European Air Transport in the form of an effective 
and strong European Civil Aviation Conference, an organization toward which 
a start was made as the result of the Strasbourg Conference of 1954. 

From the standpoint of the economist, the first part of the book will provoke 
the greatest interest. Wheatcroft outlines and supports with data some rather 
significant economic principles of air transport. Since European stage lengths 
are approximately 250 miles, the suitability of an airplane for European opera- 
tions must rest very largely on its ability to operate efficiently at these ranges. 
He finds most aircraft in service are designed to operated most efficiently at 
much longer ranges, although competitive factors, under which large airplanes 
are more attractive to passengers, explain in part the reasons for this ineffici- 
ency. Ilowever, Wheatcroft properly suggests that large airplanes could be 
designed for the short-haul market and these, by utilizing payload for pas 
sengers instead of fuel, would be very much more efficient. 

The author also concludes that the higher costs of European air transport 
operations as compared to American experience arise not so much from the 
short hauls themselves, particularly if a suitable large airplane were to be de- 
signed, but rather from the low intensity of operations. Moreover, the problem 
of intensity can be changed by economic regulation, the implication being that 
joint political action of the countries of Europe might both limit the number 
of carriers and the proliferation of routes, and also might remove some of the 
political restrictions which make it impossible for most European airlines to 
operate unrestricted frequencies. 

In his analysis of the size and efficiency of airline operation in Europe, 
Wheatcroft found in Europe what has been found by the reviewer and others 
in America. While there may be considerable differences in efficiency between 
the very small and the larger carriers, there is evidence that the economies of 
scale are fairly early offset by diseconomies of size, and the over-all cost curve 
tends to flatten beyond the scale of output of the medium-size airlines. This 
would indicate that profitability tends more to be associated with frequency of 
flights and density of traffic. This finding argues, as Wheatcroft points out, 
toward some control of number of companies to eliminate the very small 
airlines, but does not support the proposal often made in Europe that there 
be a single amalgamated airline. 

Wheatcroft finds increased support for cost reduction as the salvation of the 
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European airlines when he turns to his analysis of fares. In terms of existing 
costs, he finds that these airlines, especially with the increase in tourist traffic 
and decrease of fares, have underpriced their services. But, when compared to 
the cost of European surface carriers, the air fares are still too high to compete 
effectively for the mass market. Thus, despite the natural tendency for govern- 
ments (which subsidize or support most European airlines) to conclude that the 
way out of a loss situation is to raise fares, Wheatcroft comes to the sound con- 
clusion that the solution lies in intensified operations at lower costs and 
lowered fares. 

On the basis of his analysis, Wheatcroft concludes that some reduction in air- 
lines and route operations is necessary to get greater intensification of traffic 
and that more attempts should be made both by governments and the airlines 
to cooperate in planning, investment programming, use of station facilities, 
passenger handling, and other areas where individual duplicated operations are 
inefficient. He believes that much of the answer for economic health of the 
European airlines is a kind of cartelization of air transport under a central 
regulatory agency with powers to effectuate unified route and service planning 
and to encourage or enforce coordination. 

While this kind of united effort in Europe might solve many of the prob- 
lems Wheatcroft so ably analyzes, this reviewer is not as happy with his pro- 
gram as with his economic analysis. One of the primary reasons why European 
air transport costs are high is the common international practice of limiting 
frequency of flights between key centers. This practice seems to be based upon 
the idea that the transportation market is a piece of pie to be cut up and 
distributed. It overlooks the fact, which the American airlines have found, that 
increased frequency of operation reduces costs which in turn makes possible 
lower rates, and this, in turn, along with the convenience of high frequency, 
makes for higher traffic densities. One cannot help but be disappointed that 
an exceptionally able economic analysis comes, to some extent, to the con- 
clusion that increased regulation is a better medicine than increased freedom. 

Haro_p Koontz 

University of California, Los Angeles 


International Civil Aviation Organization. By Jaconp SCHENKMAN. (Geneva: 
E. Droz. 1955. Pp. viii, 410. 40 sw. fr.) 

The student of air transportation, international economic organization, or 
political science will find Captain Schenkman’s study of the International Civil 
Aviation Organization a scholarly piece of research, rich in information on 
this interesting experiment in international governmental cooperation, and 
thorough in its treatment. Undertaken under the auspices of the Graduate In- 
stitute of International Studies in Geneva, the study is primarily historical in 
nature, although the author does deal in detail with the anatomy and 
physiology of this aviation agency of the United Nations Organization. While 
the emphasis of the research is primarily on the history and nature of ICAO, 
some attention is given to technical and economic problems of international 
cooperation in aviation. At the same time the book would have been more 
valuable had the author utilized his vast research to make more analyses of 
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the problems involved and draw sharper conclusions of use to those studying 
international cooperation and internation aviation. 

Of the three parts, the first is a political history of international civil avia- 
tion, with particular reference to the international conferences, commissions, 
and other agencies which treated civil aviation prior to the establishment of 
ICAO shortly after the end of the second world war. The author skillfully 
brings together the many diplomatic experiments designed to effectuate inter- 
national cooperation in the air and provides an excellent summary of the 
Chicago Conference on International Civil Aviation in 1944. 

The second part of the book deals with the evolution, nature, structure, and 
functions of the International Civil Aviation Organization. This agency, which 
came into permanent being in 1947, is a kind of United Nations for civil avi- 
ation and has had an extraordinarily important role in developing rules and 
mechanisms for assuring safe and effective international civil aviation. While 
its influence has been felt primarily in the areas of safety, operating practices, 
and air navigation services, it has had some impact on air transport economics, 
but this has been primarily through the provision of international machinery 
for effective and safe air operations. 

The third part of the book describes and, to some extent, analyzes the work 
of ICAO in the technical, economic, and legal fields. Schenkman has succeeded 
well in summarizing a large volume of conference and committee reports and 
the many studies made of the operations of this international government 
agency. 

Since Schenkman’s book is designed to be a political analysis of international 
cooperation in aviation as this has been brought to fruition through the 
establishment and operation of ICAO, it should, perhaps, not be critized 
because of the lack of economic analysis of its operations. The book does repre- 
sent the distillation of many reports, official documents and publications, and 
studies previously made concerning ICAO; and since it is well documented and 
has a complete bibliography of sources from over the world, it should prove 
a valuable reference work to those interested in the international aspects of 
aviation, as well as those interested in finding patterns and lessons for inter- 
national] cooperation in other fields. 

Haro_p Koontz 
University of California, Los Angeles 


Furniture Marketing—Product, Price and Promotional Policies of Manu- 
facturers. By Kennetu R. Davis. (Chapel Hill: School of Business Ad- 
ministration, University of North Carolina. 1957. Pp. xvi, 224. $5.00.) 

“The objective of this book has been to describe and appraise marketing 
management among household furniture manufacturers” (p. 195). The topic 
is, however, examined in its economic setting, and economic theory is freely 
employed. At the risk of some unfairness to the author I shall review the book 
in terms of its general interest to economists. 

Furniture is an important durable consumer good, equaling appliances and 
outstripping radio and television sets combined in the postwar period, Except 
for a Federal Trade Commission proceeding in 1923, there has been no govern- 
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mental prosecution or special investigation of the industry. Studies of such 
industries are both more important, as antidotes to bias among economists, 
and more difficult, because of paucity of data on competitive relationships. 
Since his sources are general governmental publications, trade journals, inter- 
views with insiders, and some personal experience, Davis must rely on eco- 
nomic theory to fill in gaps in the data. The choice of a perfectly competitive 
model is, for this reason, the more in need of critical scrutiny. 

The multitude of firms, low concentration, absence of high geographical 
barriers, and ease of entry are consistent with perfect competition, but also 
with monopolistic competition. Product differentiation is, thus, the key issue. 

Even when narrowed to wood and upholstered, household furniture is a 
broad product classification that encompasses numerous differences in kinds 
and quality, is subdivided into three major style-groups (traditional, modern, 
and commercial), and undergoes annual style changes of varying degree within 
each group. Davis correctly avoids equating differences with differentiation, 
but there is evidence of genuine differentiation, particularly at higher quality 
levels; e.g., a Fortune article is quoted which states that some firms “make a 
distinctive line that certain stores insist on having” (p. 156). Also, differentia- 
tion appears to be increasing. At lower levels, differentiation is weakened by 
lack of brand consciousness among consumers (many retailers remove labels), 
but these ranges also contain some of the best-known firms and largest adver- 
tisers. Since quotations from furniture manufacturers suggest pockets of oli- 
gopoly determined by geography and quality differentials, different segments 
of the industry may well fit any industrial classification short of sharply dif- 
ferentiated oligopoly. 

Davis does not explicitly recognize any industrial classification between 
perfect competition and monopoly. Oligopoly is nowhere mentioned and mon- 
opolistic and imperfect competition only incidentally in quotations from 
Chamberlin and Robinson, The criteria for classification are extreme; whether 
product differentiation and independence in pricing are so great that firms can 
“disregard the actions of competitors” (pp. 58, 136). The conclusion that the 
industry is “somewhat like . . . the economists’ model of perfect competition” 
is, therefore, essentially a rejection of monopoly. 

After this classification, Davis proceeds to his major task of the analysis of 
marketing policies, during which he inferentially traverses the range between 
industrial extremes. For product, price, and promotional policies the rationale 
is first developed, essentially for strong oligopoly. By contrast furniture 
manufacturers are shown to have limited freedom in formulating pelicies, a 
typical conclusion being: “Few firms hope to make substantial gains through 
exploitation of price elasticity” (p. 145). Davis never does review all the 
evidence and state how close an approximation he believes perfect competi- 
tion to be. Viewed broadly, the industry looks to me like a classic case of 
monopolistic competition. 

The analysis of specific marketing policies and their economic implications 
is often very astute, but the over-all treatment suffers from the unresolved 
dilemma that marketing policies are in strict logic inconsistent with perfect 
competition. In order to discuss marketing, the model must be obscured by 
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vague qualifications, and strict logical inferences must be ignored. Elsewhere 
Davis gives the impression of generally seeking to minimize deviations from 
perfect competition rather than subjecting them to discriminating scrutiny. 
Sloping demand curves are implied but never explicitly acknowledged and 
analyzed; implications of strategic interdependence in quotations are over- 
looked; no attempt is made to distinguish subgroups of different competitive 
shading. A broader theoretical perspective would have added clarity and con- 
sistency, and it might well have modified both the choice of data and the 
conclusions. 

Despite this shortcoming, Davis has done a competent job of bringing the 
industry into focus and contributing much-needed knowledge of the small-scale 
industry. The book is short, interesting, generally well written and organized, 
and suitable for supplementary reading in undergraduate courses in industrial 
organization. 

DANIEL C. VANDERMEULEN 

Claremont Graduate School 


Public Control of Business, An International Approach. By Puiie C, New- 
MAN. (New York: Frederick A. Praeger. 1956. Pp. iv, 500. $14.00.) 
The provision of case materials for courses in industrial organization and 
regulation poses problems that can never be completely solved. For one thing, 
the field is too broad for any but a small part of it to be covered by detailed 
study of individual situations. Some casebooks are therefore confined fairly 


rigidly to a single major field, like antitrust or public utilities; others range 
more widely. Related to the problem of scope is that of intensity; the choice of 
a casebook involves a nice balancing of breadth and depth, and of both with 
expense. The standard legal texts—Oppenheim, Schwartz, Handler, Bowie— 
are encylopedic and expensive. On the other hand, Stelzer’s Selected Antitrust 
Cases, which is probably the best available compromise for undergraduate 
textbook purposes, is confined to the antitrust field, and to sometimes rather 
skimpily excerpted judicial opinions. Finally, there is the problem of finding 
the appropriate balance between legal documents and economic materials, both 
of which are surely essential. Here again most casebooks tend to be of one 
type or another—collections of industry studies like Adams’ The Structure 
of American Industry, or of court decisions, like Stelzer on the one hand or 
Oppenheim on the other. 

In almost all these respects, Newman’s book defies classification. The 
uniqueness of its scope and content constitutes at once a drawback and a 
virtue. It is obviously too expensive to use as a supplementary undergraduate 
text, but it is not an adequate substitute for collections like Oppenheim; on 
the other hand it contains materials that have not been collected elsewhere, 
and that many teachers will want to make available to their students, both 
graduate and undergraduate. 

The materials fall into six categories: private international cartels: inter- 
governmental commodity agreements; legislation of various countries; judicial 
opinions; enforcement techniques; and international proposals to deal with 
the monopoly problem. This paraphrased table of contents suggests the major 
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respects in which the compilation is more or less unique: its approach is com- 
parative and international; and it combines a wide range of original source 
material with the more familiar judicial opinions. 

To illustrate these overlapping attributes: The approximately one-third of 
the book treating of international cartels consists mainly of the texts of such 
agreements—between du Pont and Imperial Chemica] Industries, General Elec- 
tric and Krupp, Standard of New Jersey and I. G. Farben; of the steel, rail 
makers, potash, sulphur, copper, and air transport association cartels; of inter- 
governmental agreements in wheat, tin, tea and rubber; and fascinating first- 
hand accounts of the organization and operation of the Canadian newsprint 
industry and of the “as-is” agreement between the major international petro- 
leum companies. Another 135 pages contain the major statutes governing car- 
tels and monopolies of eight leading countries (though unaccountably omitting 
the 1950 amendment to Section 7 of the Clayton Act). The final section of the 
book includes the text of the famous Dusseldorf Agreement of 1939, the 
treaties constituting the European Coal and Steel Community, and the relevant 
chapters of the lamented Havana Charter—-though one would have preferred 
to see here the Draft Articles of Agreement more recently proposed by the 
United Nations Ad Hoc Committee. The section on enforcement contains the 
texts of a few antitrust consent decrees, Federal Trade Commission reports 
describing some of its work, and the very interesting conclusion and discus- 
sion of remedies from the report of the British Monopolies and Restrictive 
Practices Commission on the British Match Corporation. 

As with any other casebook, the price of including much that is novel is a 
skimping along other lines. The material on judicial interpretation and en- 
forcement is almost exclusively American. There is no adequate sampling of 
the rich and extremely interesting Reports of the British Monopolies Com- 
mission--most of them strikingly illustrating the problems of reconciling the 
fears of wasteful and destructive competition, so typical of the 1920’s and 
'30’s, with the more general commitment to competition of the 1950’s—or of 
the Canadian Commission set up under the Combines Investigation Act. As for 
the American antitrust decisions, while the selection is for the most part judi- 
cious, the excerpts satisfyingly complete, and the brief explanatory introduc- 
tions (here as elsewhere in the book) helpful, the cases included are necessarily 
few in number: the latest decision dealing substantively with price-fixing is 
Appalachian Coals ; and there are no cases under Robinson-Patman or Sections 
3 or 7 of the Clayton Act, or involving open-price associations, basing points, 
patent agreements, or international cartels. In the field of public utility regula- 
tion we are offered only brief extracts from Munn v. Illinois and Hope Natural 
Gas; in the field of labor, only Hutcheson, 

Finally, there is some real question in my mind about the teachability of 
much of the material incorporated. About 60 per cent of the book consists 
essentially of the texts of various international agreements, and of antimo- 
nopoly legislation. Except for the very welcome and interesting Civil Aero- 
nautics Board decision of 1946 that follows the text of the International Air 
Transport Association agreement, these excerpts are not accompanied by evalu- 
ative case material. It is difficult for me to see how one could put students 
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through these dry texts without giving them the stimulus and help of addi- 
tional case material in each instance—for example, extracts from the du Pont- 
I.C.I. decision (and possibly some of the defenses of the agreements offered by 
the defendants). Perhaps these questions will be answered by the treatise that 
Professor Newman has been preparing, to which the present volume was 
originally intended to serve as appendix. 

Most teachers, I judge, will not find it possible to adopt Newman. But I 
think they will want to have copies within reach of their students; as a source 
book, pulling together documents that are not readily available elsewhere, it 
represents a genuine contribution. 


E. KANN 


Cornell University 


Studies of Overseas Supply. By H. DUNCAN HALL and C. C. Wrictey. History 
of the Second World War, U. K. Civil Series. (London: H.M.S.O. and 
Longmans, Green. 1956. New York: British Information Services, dis- 
tributer. Pp. xi, 537. 37s 6d; $6.98.) 

j Great Britain’s recent revolutionary shift to nuclear weapons, long-range 

missles, and air power as the primary means of defense in any future world 

conflict seems to make any study of Britain’s global economic strategy in the 
second world war obsolete as a guide to future action. But the value of this 
book as a stimulant to policy-making is not destroyed by Lord Macmillan’s 
innovations in the spring of 1957. Those interested in the history of the British 
economy’s trans-Atlantic and Pacific supply sources during 1939-45 will be 
rewarded. Here is crisp, competent writing on various important problems that 
were outside the organizational framework or could not be adequately explored 
in North American Supply, Duncan Hall’s earlier study of the main factors 
determining the great flow of war material from the United States and Canada 
to the United Kingdom and its bases overseas. The scope of the current volume 
is wider than its predecessor, since its chapters include treatments of the 

Combined Boards, the British supply organization overseas, Anglo-American 

scientific collaboration, and the munitions supply from the Eastern hemi- 

sphere. 

The first four chapters analyze the major problems and developments of 
munitions supply from the United States and Canada. Their author, Mr. 
Wrigley, ranges from a survey of British needs and North American supplies 
of different kinds and quantities of munitions to a candid critique of the prob- 
lems of cash purchase, lend-lease procurement, allocations, and forward- 
planning. He stresses, rightly in my opinion, the historical importance of 
British orders for American machine tools, aircraft, and tankers, and of British 
capital investment in American munitions plants as together constituting the 
largest single factor in the tremendous increase of American munitions output 
before Pearl Harbor. To him the transition from cash-purchases to lend-lease 
would have been necessary even if British dollar resources had not been 
exhausted (p. 112). The practical difficulties of negotiating contracts and of 
winning the consent of the United States government at every step in the 
supply-process were so enormous as to make some Anglo-American govern- 
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mental enterprise like lend-lease appear an inevitability. Although I cannot 
assent to this in all its details, I agree that lend-lease was certainly desirable 
from the viewpoint of conserving limited British financial resources and of 
expediting the Anglo-American war effort. 

The comments by Wrigley and wartime British officials on certain American 
governmental practices and positions add spice to this narrative. Arthur B. 
Purvis, that great pioneer in Anglo-American munitions production and pro- 
curement, wrote across a “Note for Henry Morgenthau” on the inferiority of 
American aircraft to British in 1940; “This is dynamite . . . not given to 
H.M.” (p. 93). Wrigley points out the dislike of British officials for the Ameri- 
can officials’ rigid, elaborate statistical planning of lend-lease munitions supply. 
“British administrators regarded the planning of war supply as an art rather 
than an exact science.” They had little faith in the precision of forecasts of 
requirements or production and considered it folly to allow no deviations from 
a program based upon these forecasts. To them some of the American requests 
for detailed data on British requirements seemed examples of “planning run 
mad” (p. 203). 

Most of the second half of this volume deals with the creation, powers, and 
problems of the Combined Boards (especially those concerned with raw ma- 
terials, munitions assignments, and production and resources), and of the 
British War Organization in North America. Mr. Hall explains their varied 
functions and fortunes with considerable clarity and skill. One of his three 
packed chapters is devoted to the Combined Raw Materials Board in order to 
illustrate the processes which created the Combined Board system. He succeeds 
in his objective, but fails to give full credit to the achievements of the Com- 
bined Production and Resources Board. Nor does he portray adequately the 
role of Canada in the Combined Boards. On the other hand, Hall rewards his 
readers by many astute observations; e.g., on the difference between the team- 
work of British officials and the disunity of competing American agencies 
(pp. 237-38), and on the rough and ready principles for allocating resources 
utilized by the C.R.M.B. (pp. 272-73). 

The last two chapters by J. D. Scott and C. C. Wrigley respectively, are 
devoted to Anglo-American scientific collaboration and war supplies from the 
Eastern Hemisphere. Scott, co-author of a companion volume, The Administra- 
tion of War Production, reveals that the principle of complete scientific inter- 
change was established at least a year before Pearl Harbor. He also describes 
lucidly and judiciously three major “fruits of collaboration” in the develop- 
ment of radar, the jet engine, and the atomic bomb. The chapter by Wrigley 
brings out the important contributions of Australia, New Zealand, South 
Africa, India and the British dependencies in the Eastern Hemisphere at 
certain critical places and periods during the war. Statistically their munitions 
contribution was only 1.6 per cent of the total war supply of the British Com- 
monwealth forces. But strategically, in terms of specific place and time utility, 
the Eastern Hemisphere’s supply was of vital importance in British Common- 
wealth and Empire defense, particularly before 1942. 

This volume will satisfy most economic historians, but one regrets the 
failure of the co-authors to engage in the kind of theoretical and statistical 
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analysis of war problems to be found in A. J. Brown, Applied Economics 
(1948), D. N. Chester, ed., Lessons of the British War Economy (1951), or 
Lionel Robbins, The Economic Problem in War and Peace (1947). Thoughtful 
readers will discover much that will repay them for going through these studies 
in British wartime economic history. 
SIDNEY RATNER 
Rutgers University 


Land Economics; Agricultural Economics; 
Economic Geography; Housing 


The New Revolution in the Cotton Economy. By James H., Sixeet, (Chapel 
Hill: University of North Carolina Press. 1957. Pp. xvi, 294. $5.00.) 

Why was mechanization so late in cotton growing, how and why did it 
eventually take hold, and what are likely to be its social results? In pursuing 
his inquiry into these questions, the author has regarded the subject both 
broadly and intensively, and makes use of many researches by others into 
numerous aspects and periods of the cotton economy. 

Part I deals with the historical and cultural setting of the problem, tracing 
it in bold strokes from the earliest days through the second world war. Part II 
analyzes the technical aspects of the subject. It describes the special nature 
of the agricultural obstacles to mecl anization in cotton picking, the long series 
of attempts to develop a practical cotton harvester, and the regional differences 
which affect its performance. Part III discusses the population movements 
incident to recent national economic growth, the question whether the cotton 
growers did, or do, face a labor shortage, and the probable effects of mechani- 
zation on such matters as farm size and labor. The book includes a valuable 
bibliography and an index. 

The author is particularily successful in weaving together the numerous 
influences which affected the introduction of more efficient technology in a 
sector in which the stimuli either to resist or to accept change were far from 
simple. The cotton economy of the Southeast, established during the early 
technological revolution initiated by the invention of the cotton gin and of 
cotton weaving and spinning machinery, became for more than a century, 
unlike most of the national economy, particularly resistant to innovation and 
the cultural changes that usually accompany it. Yet by 1955 almost one-fourth 
of the American crop was mechanically harvested, and in California, the lead- 
ing state, two-thirds of the crop was picked by machine. This new cotton 
revolution, the author believes, cannot be halted. 

Between the early backwardness and the eventual victory of machinery lie 
such varied circumstances as the slave economy—slaves being at once a major 
investment and a reservoir of controlled labor—the attitude that went with 
this situation, the credit system, especially after the introduction of tenancy 
and sharecropping, changes in the market for the product, the effects of soils, 
climate and labor supply in the more recently developed regions suitable for 
cotton, the difficulty of designing effective harvesting machinery, the lack of 
stimulus for mechanizing any part of cotton growing unless virtually all the 
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processes could be mechanized, and the concurrence of new achievements in 
plant breeding, weed control, plant defoliation, and ginning—all necessary ac- 
companiments for efficient mechanical harvesting. 

Mechanization, the author believes, since it is not the result of a labor 
shortage, will push agricultural workers out of cotton growing. It will not 
raise the income per head from cotton relative to other incomes, but will 
increase it absolutely. It has already diminished the demand for child labor 
and thus has enhanced educational opportunity. All social gains to be expected 
will depend on a high level of employment in the rest of the economy. Mecha- 
nization will favor large farms and render untenable small acreages on mar- 
ginal lands—unless price supports, not needed by the more efficient, encourage 
the small growers to continue the struggle for existence in a basically inefficient 
operation. These conclusions are persuasive. 

As a whole, the study seems to rest on thorough research; it is well organized 
and well reasoned. As a careful examination of a particularly striking case, it 
should help in the endeavor to round out a theory of economic growth. While 
resisting the temptation to oversimplify an immensely complex process, the 
author does not hesitate to express his opinions. 

One minor point, largely irrelevant to the main body of the argument, may 
be questioned. Is it true (p. 7) that the labor scarcity resulting from the 
invention of the cotton gin in 1793 “was met by the greatly increased itnporta- 
tion of African slave labor’? Surely this was not the case for long, since the 
smuggling of slaves after the foreign slave trade was legally forbidden in 1808 
did not provide more than a small fraction of those obtained by domestic 
breeding. 

GEORGE SOULE 
South Kent, Connecticut 


Localisations et rythmes de l’activité agricole. By Gitprert RULLIERE, (Paris: 
A. Colin. 1956. Pp. x, 348. 1.300 fr.) 

This work emphasizes the relationship of man to the land conceived as a 
complex of interrelated forces which reveal tendencies both to stability and 
to change. The analysis is broadly segregated into spatial and temporal aspects. 
The spatial analysis is based on the work of Von Thiinen as elaborated by 
Brinkmann and Lésch. This schema is, however, too simple as a basic tool for 
handling the factors determining the location and the utilization of factors 
of production in the agricultural structure. It is based largely on the single 
factor of transport costs and certain simplifying assumptions which do not 
permit an adequate establishment of the functional relationship between dis- 
tance and other factors. Accordingly the function ‘“revenue—net-distance” is 
developed on the basis of Lésch’s functional relationships as an improvement 
in the analytical model. Even so it is not possible to deduce more than a simple 
schema because too many factors are operating. 

Introduction of temporal factors brings new complications with respect to 
both the demand and the supply of agricultural products, in the form of 
development, instability and the forces working in national systems of agricul- 
ture. Adjustment to the changing scene requires a degree of flexibility amongst 
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the factors of production working within the agricultural structure if undue 
reductions in revenue accruing to agriculture, government interference and 
overcrowding and malexploitation of the inherent resources in the land are to 
be avoided. 

Throughout the work M. Rulliére repeatedly warns that the complexity of 
agricultural problems is often unsuspected and that the influence of a large 
number of underlying factors is delimited with difficulty. At the same time 
he demonstrates that the basic tools of economic analysis are capable of deal- 
ing with the subject-matter, given adequate data, the proper approach and a 
not too great insistence upon rigorous or formal conclusions. The book goes 
a long way towards a cataloging of the relevant factors which must be taken 
into consideration in such a study. 

The work is deve 'uped largely at the theoretical level with frequent refer- 
ence to experience. Part III dealing with the national scene is largely devoted 
to illustrative material from the economic history of the United Kingdom, the 
United States, Bulgaria, Brazil and Denmark. It is unfortunate that more of 
this type of material was not incorporated into the work. There is a great need 
for a general study of the international distribution of resources in agriculture 
and the necessary adjustments which have taken place in relation to world 
markets since the first world war, not only as a result of economic factors, such 
as the trade cycle and technological change, but also as a result of the two 
world wars which have profoundly affected agriculture. It is hoped that in 
the future Rulliére will be able to apply his analysis to this important field. 

MAuRICcE F. PERKINS 

Washington, D.C. 


American Housing and Its Use. By Louis Winnicx. A Census-Social Science 
Research Council Monograph. (New York: John Wiley. London: Chap- 
man & Hall. 1957. Pp. xiv, 143. $5.50.) 

This volume is one in the Census Monograph Series. In the foreword, the 
director of the Census and the president of the Social Science Research Council 
state that the purpose of these volumes is to analyze and discuss the social 
and economic relationships and trends discernible among the voluminous 
census data. They are to include broad explorations of new questions suggested 
by new information and are also to narrow the elements of doubt and con- 
troversy on old questions. Winnick has succeeded in meeting these objectives 
admirably. He has contributed several important new concepts to the field of 
housing analysis. At the same time, he has tested and strengthened prior 
theories, has shown how the theories have worked in actuality, and in some 
cases, has corrected commonly held errors which arose from failure to examine 
the proper data. 

This volume demonstrates that housing analysis has been weakened by a 
failure to consider adequately the amount of space in terms of rooms (or per- 
haps size and quality of rooms) that families desire and use. It is not sufficient, 
as has too often been done, to analyze space merely in terms of occupied or 
vacant dwelling units. For as market demand for rooms alters, a given amount 
of space may be split up or recombined into widely varying numbers of dwelling 
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units. The disparity between these two types of space-demand helps to explain 
the low level of residential construction in the 1930's, the unusually high level 
of construction demand in the decade after the second world war, and perhaps 
the recent weakness in this market. 

The largest part of this volume consists of an analysis of the variables 
influencing this use of space, the changes over time in these variables, and the 
resulting utilization of the housing stock. Winnick has used his data with 
ingenuity and has presented the results with clarity and admirable readability. 

The major variables affecting demand for rooms appear to be: family size; 
income; costs; race; and geographical location. Family size is the most im- 
portant. Larger families demand more rooms, but their demand does not in- 
crease as rapidly as the family. As a result the larger a family, the less space 
available per member. There appears to have been a 15 to 20 per cent fall in 
the ratio of persons per room since 1900. This plus other data convince the 
author that housing space standards have improved at a far slower rate than 
most other items in our national standard of consumption. Discovering the 
reasons for this lag is important for future forecasts and policy determination. 
Even so, the United States standards are far above those of other countries, 
and there is far less deviation around the average standard than is true for 
most other goods. 

In addition to its very positive analytical contributions, this work may play 
a still more significant role if it leads the Census to re-examine the present 
inadequate’ methods of making data available for research purposes. The 
author is forced to apoligize on the average of every five or six pages because 
the census data cannot really be used to test adequately the theories presented. 
In his words, “an attack on the problem via census data can be made only with 
the aid of bold assumptions and catch-as-catch-can technique” (p. 42). As he 
points out, a family’s utilization of space is the result of many independent 
and interdependent causes. The Census, however, only publishes data concern- 
ing highly aggregated groups of families. Rarely can the effect of more than 
one or two economic variables be analyzed from ceusus data. Only through 
unusual skill, insight, and imagination is Winnick able to obtain his results. 
He accomplishes this by drawing upon a wide variety of diverse (frequently 
noncensus) and basically insufficient data. 

SHERMAN J. MAISEL 

University of California, Berkeley 


Mecanizacion de la Agricultura Méxicana. By Luis YANrz-Perez. (Mexico, 
D. F.: Instituto Mexicano de Investigaciones Econémicas. 1957. Pp. xvii, 
419. P30.00; $3.00.) 

This is the first study issued by the Instituto Mexicano de investigaciones 
Econémicas, an organization set up by, but apparently independent of, the 
Banco de Mexico, the Nacional Financiera, and the Banco Nacional de 
Comercio Exterior. Its purpose is to determine to what degree Mexican agri- 
culture should be mechanized in relation to the growing rural population of 
the country. The point of view is that of economists concerned with develop- 
ing the basis of national policy. The result is a very broad study of certain 
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aspects of agriculture in Mexico (while by-passing such sticky questions as the 
future of the ejido). 

The opening chapters survey the characteristics of the Mexican population 
and its rate of increase (using previously published data), the distribution of 
land by size of holding and type of tenure (ejidal and private), and man-hour 
labor inputs per hectare. Figures are given on a national basis, by regions, and 
by states for the eighteen principal agricultural products produced in the 
country accounting for about 95 per cent of all cultivated land. 

Output per hectare and per man-hour is given for each of the crops studied. 
Productivity is defined in physical terms, but fortunately, also given in value 
terms since comparisons are drawn between different crops. This data is of 
considerable interest both for those concerned with the specific case of Mexico 
and as a picture of agricultural productivity variations in similar under- 
developed areas. Value of output per man-hour, for example, was less than 
8 pesos in the important bean crop and 5.2 pesos in export crops such as 
cotton and oranges. 

A comparison of the difference between average -ields per hectare and 
productivity per man-hour on one hand, and yields and productivity achieved 
on the most mechanized holdings gives a figure for the increase in output 
possible from mechanization. Add to this estimates of the total area “mechaniz- 
able,” assumptions as to the area an average tractor can work and its labor 
requirements, and finally projections as to the rate of population growth in 
agriculture, and one can (and the study does) derive answers to a series of 
important questions, e.g., the potential output gains from mechanization, total 
labor requirements and the possibility of absorbing the growing labor force, 
the number of machines required and the cost of mechanization. 

Nothing is more startling to the cautious academic economist in the United 
States than the willingness of writers in the underdeveloped areas to launch 
proposals for large-scale economic and social changes on the basis of admittedly 
uncertain data and broad assumptions as to the behavior of crucial variables. 
The pressures of poverty are, however, compelling and make necessary deci- 
sions today rather than tomorrow, when presumably the statistics will be 
better and the economics of progress understood. 

On the basis of their data, the authors advance with many qualifications 
a proposal for mechanizing Mexican agriculture. They propose a 24-year 
program of equipping it with tractors, and the complementary equipment such 
as drills, harrows, and plows. They also propose an increase in the area under 
cultivation by bringing into use cultivable areas not presently in use (there 
is considerable vagueness as to what, in economic terms, “cultivable” means). 
They propose to decrease the cultivated land left out of production each year, 
e.g., fallow, from 50 per cent of total cultivated land today to 19 per cent of 
the increased total cultivated land. The total area cultivated each year will 
thus be increased from 19 million hectares to about 27 million hectares. At 
the end of the 24 years most (about 80 per cent) of the land would be worked 
with tractors and complementary equipment. The increase in the agricultural 
population would be absorbed, the average size of holding would be increased 
(but the balance between ejido and private holding is left undisturbed) and 
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there would be a substantial migration from the overcrowded central plateau 
to the north and southeast sections. 

One might approve the program on the grounds that, (1) though the 
underlying data are highly unsatisfactory and the projections subject to 
enormous range of error, the need as Mosk has pointed out, is, to develop 
agriculture if industrialization is to proceed at recent rates, and (2) that the 
absolute magnitude of goals can be adjusted over the course of 24 years as 
more experience is gained. The suggested program could be taken as a maxi- 
mum effort. The cost calculations are another thing, however. The total cost 
of the program is obtained by multiplying average cost per unit of equipment 
today by the total 24-year increase in their numbers. The cost of the program 
for its initial year thus calculated would have been only 0.64 per cent of 
national product at factor cost in 1956 and a decreasing fraction thereafter. 
No estimates are made of the investment costs of producing tractors, or of the 
foreign-exchange problems if the tractors are imported, or the costs of re- 
location, or training of labor. Some of these preblems are recognized by the 
authors, but one gets the feeling that they do not consider them crucial. The 
least one can say is that some further studies are indicated before it is legiti- 
mate to start calculating the cost as a per cent of national product. Thtn it 
may be time to discuss the project in terms of alternative uses of investment 
allocation. 

Ropert R. EpMINSTER 


University of Utah - 
Labor Economics 


The A.F. of L. in the Time of Gompers. By Puitie Tart. (New York: 
Harper & Brothers. 1957. Pp. xx, 508. $6.75.) 

The appearance of the first volume of Professor Taft’s new history of the 
American Federation of Labor is a notable event. In making this study, the 
author has had the cooperation of the Executive Council and senior officers 
of the A.F. of L. and he has had access to a vast collection of published and 
unpublished material. The result is a massive, richly documented work of 
scholarship which will long remain a standard source of reference. 

Inevitably, comparison will be made with Lewis L. Lorwin’s earlier history 
of the A.F. of L. and with Samuel Gompers’ Seventy Years of Life and Labor. 
Taft’s account of the A.F. of L. under Gompers is more detailed and more 
methodical than that given in these earlier works, but it does not evoke the 
interest of the reader in the same memorable fashion. In failing to bring his 
subject to life, the author leaves the reader without a rounded picture of 
Gompers as a man, and without any clear conception of the A.F. of L. as an 
institution. Just why was the Federation successful? What made it “tick’’? 
To what extent did the A.F. of L. really influence the pattern of social evolu- 
tion in the United States? Was it merely, or mainly, the dynamic energy, 
self-confidence and shrewd bluff of its determined, rather pompous little presi- 
dent that made the A.F. of L. a great national institution? Taft provides no 
direct answer to questions such as these. This may be due to his method of 
exposition, which is to examine each major facet of the Federation’s activities 
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separately, or it may be that the author is leaving a full critical assessment of 
the Federation to a later volume. 

The manner of the A.F. of L.’s coming into existence has been told in many 
books, most notably by Samuel Gompers himself, in his fascinating auto- 
biography. Taft does not devote much space to the forerunners, but he does 
indicate that the conception upon which the Federation was founded marks 
if off from any previously established national labor organization. The princi- 
pal reason for the creation of the A.F. of L. was to support the self-defense 
of the separate unions, in the first place against the dangerously irresponsible 
activities of the Knights of Labor and, in the second place, against the em- 
ployers and allies in federal and state governments. Sweeping ideological ob- 
jectives were eschewed in favor of a pragmatic program of rapidly achievable 
goals. The fundamental tenet of the A.F. of L.’s organizational structure was 
the autonomy of the constituent unions. In both these features, the A.F. of L. 
differed sharply from its contemporary rival, the Knights of Labor, and from 
earlier attempts to create a powerful, nation-wide labor organization. 

The British Trades Union Congress, founded eighteen years before the 
A.F. of L. finally emerged in 1886 as a fully fledged organization, was, as Taft 
shows, cited as the example which American unions ought to follow. Though 
Taft does not compare the two organizations, it is of interest to make this 
comparison, since it deepens the perspective from which the development of 
the A.F. of L. might be viewed. Like the A.F. of L., the Trades Union Con- 
gress also differed quite significantly from its several predecessors. It was, 
however, in contradistinction to the A.F. of L., established to achieve objec- 
tives that were primarily political. The immediate cause of the holding of the 
first T.U.C. meeting was a rather trivial insult to the trade unions from the 
middle-class Social! Science Association. But the unions were also faced with 
the need to win from a hostile Parliament a statute which would free them 
from dangerous decisions in the courts by Her Majesty’s judges. Previous 
attempts to set up a nation-wide organization had foundered because they 
either sought utopian goals, or attempted to supersede the individual unions 
by the creation of one big organization. The T.U.C. left domestic trade union 
problems severely alone and concentrated on lobbying Parliament for legisla- 
tion that would favor labor interests. 

Though the objectives of the British T.U.C. were mainly political, its 
energies were, until 1890, chiefly confined to securing changes in the law that 
would remove discrimination against wage earners. Attempts to persuade the 
T.U.C. to adopt, for example, a policy in favor of the legal regulation of 
hours of work were bitterly resisted. The decisive change in the attitude of 
the unions toward state intervention to protect workpeople came with the 
organization of the unskilled workers in the 1890’s. Since the A.F. of L. was 
still primarily an organization of craft unions at the time of his death, it is 
perhaps net sutprising that Samuel Gompers remained throughout his life a 
strong opponent cf social security provided by legal regulation. 

Perhaps the most important function of the A.F. of L. was to assist the 
member unions to build up their organizations and to help them resolve their 
jurisdictional conflicts. The British T.U.C. fought shy of such responsibilities 
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for many years; when it ultimately established machinery to settle inter-union 
conflicts it never sought to impose, as did the A. F. of L., a policy of exclusive 
jurisdiction. Nor did the T.U.C., until it adopted a new constitution in 1921, 
make any serious attempt to define its powers in relation to its affiliated unions. 

Taft might have pointed out that British trade unionists reversed the com- 
pliment which the Americans had paid to the T.U.C., when a section of them, 
dissatisfied with the role which the T.U.C. had for long played, cited the A.F. 
of L. as the example which henceforth ought to be followed. The critics of the 
T.U.C. and of its Parliamentary Committee at this time sought two objectives: 
(1) to bring into existence a political party based on the trade unions; (2) to 
create a Federation of Trade Unions that would assist the unions to organize 
to fight the employers, especially by the aid of a central strike fund, and to 
direct the strategy and tactics of the whole trade union movement. Both objec- 
tives were achieved at the turn of the century, but the General Federation of 
Trade Unions, which its founders thought they were modeling on the A.F. 
of L., failed to supersede the T.U.C. It also failed to persuade the unions to 
abrogate their autonomy and, in practice, it only survived by the acceptance 
of the principle upon which the A.F. of L. had been founded. 

By a curious stroke of fortune, the General Federation of Trade Unions 
became the representative British body in the international trade union field, 
from its foundation until the end of the first world war, when it was ousted 
by the T.U.C. Though the A.F. of L. exchanged fraternal delegates only with 
the T.U.C., it had contact with the G.F.T.U. through its international activi- 
ties. It is clear, however, that Gompers and his Executive Council were never 
properly aware of the relative significance of the two organizations in relation 
to the British labor movement; this was to be partly the cause of the A.F. 
of L. becoming intimately involved in the bitter quarrel between the T.U.C. 
and the G.F.T.U. 

During the first world war, the A.¥. of L., until 1917, maintained relations 
with both the British and the German trade union movements, and it proposed 
that a conference of labor organizations should be held at the same time and 
in the same city as the peace conference at the end of the war. This proposal 
was rejected in 1916 by both the T.U.C. and the G.F.T.U., who were, at this 
stage, not prepared to consider meeting the German trade union leaders. This 
was the last time, however, that the T.U.C. and the G.F.T.U. were to be in 
harmony on international affairs. The T.U.C. and the G.F.T.U. were already 
in conflict over domestic issues, and when the Parliamentary Committee 
decided to support the Labour Party’s declaration of war aims, the rift 
widened. The G.F.T.U. sought the support of the A.F. of L., which, under 
Gompers’ direction had, with the entry of the United States into the war, 
adopted an uncompromising anti-German attitude. Britain had already been 
in the war two and a half years, and the appalling casualties had left the 
great majority of trade unionists in no mood to listen to jingoes. It seemed 
offensive to many of the T.U.C. leaders that the A.F. of L. should dare to 
question their patriotism and will to win the war because they had supported 
President Wilson’s fourteen points. Nothing could have been more ironic 
than the spectacle of British labor adopting Wilson as their hero, while at 
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the same time the American labor movement was giving support to the anti- 
Wilson policies of Lloyd George. 

The British Prime Minister and the minority of die-hard labor men who 
supported his “fight to a finish” policy, had skilfully used the A.F. of L. to 
bolster their views, and they flattered Gompers into making a personal trip 
to Britain in 1918 in the hope that he would discredit Henderson. Though 
Gompers, as his autobiography reveals, completely failed to understand the 
developments that were taking place in the attitudes of the British trade 
unions, he was brought to realize by events before he left Britain that the 
G.F.T.U. represented only a tiny minority of trade union opinion. However, 
although—in his autobiography—the leader of the A.F. of L. gives the im- 
pression that his tour was a triumph of powerful labor statesmanship, it was, 
from the point-of-view of changing the policy of the T.U.C., a complete failure. 

It is a pity that Taft has not explored the international activities of the 
A.F. of L, much more deeply, since the attitudes and policies which emerged 
in this period have persisted to the present day. To the British trade unionist, 
the approach of the Americans to international problems often appears crude 
and unsubtle, and the way in which they present their views often dogmatic, 
boastful and bullying. On the other side, the A.F. of L. have often felt with 
Gompers that the British were always ready to secure an advantage by the 
unscrupulous sacrifice of principle for expediency. Perhaps the remarkable 
thing is that the two organizations have maintained close and friendly rela- 
tions without a real break for over sixty years, in spite of fundamental dif- 
ferences in tradition. Credit for laying the foundation of this cooperation must 
go to Gompers. 

B. C. Roperts 

The London School of Economics and 

Political Science 


Die 40-Stunden-Woche. By Heinz Hatter, Gernarp Krorser, and Hans 
Seiscuan. Lebendige Wirtschaft. Vol. XVI. (Darmstadt: C. W. Leske. 
1955. Pp. 275. DM 9, 80.) 

A generation ago United States economists debated the merits of the 40-hour 
week. Today Europeans are discussing the same problem, while we are tackling 
the economic consequences of the 36- and even the 32-hour week. 

The crux of the problem in the United States is likely to be the effect on 
prices and profits of the extra costs of time-and-a-half after 36 hours. Euro- 
peans, however, hope to offset higher wage costs per hour of work by increased 
productivity. Continental businessmen take a quid pro quo attitude and ask 
for some kind of return from the workers for their concessions or, less fre- 
quently, exert greater efforts themselves. 

There is some real possibility of raising productivity in man-paced work 
when the work week is reduced from 48 to 40 hours. Below that point, how- 
ever, it is unrealistic to expect general improvement. It might even be argued 
that output per man-hour is likely to fall, since the number of two-job 
workers, already sizeable, would increase, and some leisure-time activities are 
more fatiguing than work. 
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This, then, appears to be essentially the contrast between the European 
and the American attitude toward shorter hours of work: European business- 
men still think they can offset the cost rise by getting the workers to work 
harder. American businessmen know that any offsetting increase in productivity 
is more likely to come through better methods and better machines. From the 
viewpoint of the workers themselves, it might be added that increased leisure 
is probably more important to t xe European than to the American. 

This book contains the proceedings of two conferences held by the German 
Economic Society in a series of seminars in 1955, and is one of a series of 
volumes on “The Living Economy.” The text is made up of the edited tran- 
script of the papers and discussions of seminar participants, including repre- 
sentatives from industry, labor, government, the universities, and special in- 
stitutes for research on this problem. 

The point of view of the “Living Economy” series is stated as antitheoreti- 
cal——‘the cares and requirements of life are exposed.” It is antidogmatic 
“all points of view are discussed.” It is pragmatic, recognizing the necessity 
for “adaptation to circumstances.” 

This volume is all these things, but like so many German publications it 
is prolix, detailed, repetitious, and couched in extravagant language. A num- 
ber of the contributions remind one of the old American gag about doctorate 
theses: “Big words, small print, no sale.” 

Of the four principal papers, the one least deserving of this criticism and the 
most refreshing is that of Gottlieb Duttweiler, president of the very successful 


Migros Stores. He says frankly that the basic problem in Switzerland is not 
whether the work week will be reduced from 48 hours to 44, but only the 
timing of the reduction. If employers fight the reduction, he believes, they will 
probably lose, since technical progress is bound to lead to shorter hours. 

H. Haller of Kiel University gives his blessing to the reduction with 
reservations. It would be a good thing, he says, to have a shorter work week 
provided “productivity” (not defined) rose proportionately. And he would 
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have the change proceed for “small groups,” with an agreement that con 
‘tant total wage payments would be maintained only to the extent that 
productivity per hour increased. This, he holds, would provide a brake. If the 
work week is reduced without a corresponding increase in productivity, he 
says, the inevitable result will be higher prices, which might cause a serious 
economic situation, especially in view of Germany’s defense commitments. 
At one point, however, he appears to concede that the difference might come 
out of profits. 

Dealing with the applied-economic aspects of the 40-hour week H. Seischab 
of Hamburg University advocates continuation of the 48-hour week “as a 
historic necessity,” at least until its beneficial effects can be passed on to 
everyone, Further, he states, the adverse effects would be the greater, the 
greater the rise in the rate of wages and reduction of hours, the more labor- 
intensive the products, the greater the required expansion of capacity and 
overtime. 

While the two theoreticians seem to be overly pessimistic in the light of 
experience and narrow in their theoretical postulates, the labor-union expert, 
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Gerhard Kroebel, seems overoptimistic. He presents a long list of alleged 
advantages of the shorter work week and concludes with an appeal for more 
courage in experimenting. Among the numerous discussants the only extended 
experience presented is from the coal mining industry, which offers some con- 
tradictory data and opinions. Unfortunately nowhere is an attempt made to 
summarize and distill all the different points of view, and the result is a great 
miscellany of facts that are no more an operational framework of analysis 
than a collection of different-sized bricks is a house. 
Ernest DALE 

Cornell University 


Womanpower: A Statement by the National Manpower Council with Chapters 
by the Council Staff. (New York: Columbia University Press. 1957. 
Pp. xxxiii, 371. $5.00.) 

This report is likely to have the widest audience of the Council’s three 
studies of selected problem areas in manpower, partly because a wider variety 
of policy issues is necessarily involved and partly because there are differences 
of opinion on the interpretation of available information and on appropriate 
policies, The subject-matter therefore lends itself extremely well to the Coun- 
cil’s technique of clarifying current issues in a problem through conferences 
and consultation, and of supplementing policy recommendations by analysis of 
historica! trends and interpretation of the findings of recent studies. Viewed in 
historical perspective, the argument about women’s work outside the home is, 
like work in the home, “never done.” Perhaps one should add that, despite the 
argument, women appear to have accomplished what is called a “revolution” 
in gainful employment. 

The outstanding features cf the revolution are sketched in terms of in- 
creased labor-force participation, particularly by married and older women, 
and the interrelationships of these developments with changing patterns in 
such varied influences as the levels of family income, standards of living 
including education, or the age of marriage and child-rearing. While the ratio 
of workers to nonworkers in the population has not changed much since 1890 
there has been a marked change in the composition of the two groups. Women 
have replaced men who have retired from or delayed entrance to the labor 
market, and married and older women have replaced and added to the supply 
of younger women. Since 1947, a period of high levels of employment and of 
intermittent labor shortages in some occupations, women have accounted for 
most of the growth of the nation’s working population. There has also been 
an increase in the number of part-time jobs, particularly in the service in- 
dustries where a variety of schedules that appeal to married women appear to 
be feasible. 

About a third of all employed women hold full-time jobs and work through- 
out the year, another third work full-time but for only part of the year and 
the remainder hold part-time jobs for varying periods. Intermittency of work 
experience therefore characterizes a substantial majority of women workers 
over their life-span. Nevertheless, it is estimated that “today’s school girls 
may spend 25 years or more in work outside the home.” 
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The report discusses the effect of such influences on women’s attitudes to 
work careers, their education and vocational guidance, and the hiring practices 
of employers. Alleged differences between men and women in labor turnover 
and absenteeism, in rates of pay and earnings, and in qualifications for pro- 
motion are considered. Despite the opening of a wide variety of occupations 
to women in recent decades, the report notes their concentration in traditional 
fields of employment and the persistence of conventional attitudes in the “sex- 
labeling” of many jobs. 

There are chapters devoted to a consideration of women as workers in 
business and industry and in the armed forces and professional pursuits; and 
labor shortages of clerical workers, nurses, teachers, and social workers are 
also discussed at some length; in fact, almost all aspects of women’s work 
outside the home are considered in an appropriate setting. The reader who 
desires to be brought up to date on a variety of issues, trends, and new de- 
velopments will find this volurne a useful compendium. 

The Council indicates that many issues of both public and private policy 
are unresolved and that more research is needed on the problems posed by 
recent developments. It also recommends improvements in the training and 
counseling of the labor supply, changes in personnel practices looking toward 
more effective utilization of women, and greater flexibility in work schedules. 
Both the recommendations and the analysis are broad in scope, and the report 
should find a place on the desks of all personnel managers, guidance counselors, 
and labor economists. The technicians in labor-force analysis, who usually 
prefer more supporting data or are inclined to discount conclusions they can- 
not readily check, should read this report for the stimulus of the ideas it 
presents. 

Grapys L. PALMER 

University of Pennsylvania 


Population; Welfare Programs; Standards of Living 


Population Theory and Policy. Edited by Josep J. SpeNcLER and Oris 
Dupiey Duncan. (Glencoe, Ill.: The Free Press. Pp. x, 522. $7.50.) 

To those of us who have attempted to give courses in population to students 
of economics, this book of readings, like its companion volume (Demographic 
Analysis: Selected Readings), is almost a godsend. The volume under review 
contains some 38 pieces, mostly by American economists and sociologists. The 
editors have provided short and useful introductions to various sections of the 
book, and a good classified bibliography. Although the level of the articles 
reprinted differ, most of them are suitable for seniors or first-year graduate 
students. 

How should one review a book of readings? Are the selections optimal 
given the resources of the editors? Not knowing the resources constraints 
involved I cannot really judge. While many of the selections are excellent 
there are a few that are, at best, marginal. 

The first two papers are reviews of doctrine. Of these, the one by A. B. Wolfe 
(1928), covering the decade beginning with 1918, though excellent in its 
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way, is somewhat dated. The other is an extract from a United Nations volume.* 
The anonymous UN authors apparently felt that they had to be all-inclusive, 
and yet reasonably terse. As a result some 29 pages of text are followed by 
some 20 tightly packed pages of citations and notes. 

Three of the pieces are of a broad methodological nature. At least two, 
and perhaps all three, were presidential addresses at the Population Associa- 
tion of America meetings. While these somewhat exhortatory pieces are of 
interest as after-dinner speeches to fellow professionals, they are probably of 
marginal value to the beginning student. 

Five of the papers, and they are very good ones for the purposes at hand, 
are by J. J. Spengler. This is almost inevitable since Spengler has written and 
contributed so much in this area. He probably bent over backwards not to 
include more of his own writings. 

The pieces by economists fall into three groups: The first consists of articles 
of a broad nature that consider the general relations between economic and 
demographic variables. Kenneth Boulding’s interesting piece, “Toward a 
General Theory of Growth,” falls under this rubric. Also Alan Peacock’s 
excellent exposition, in modern terminology, of the Malthusian model is in this 
category. The second group has to do with the relation between population 
and the business cycle, and the third deals with the connection between popula- 
tion growth and economic development. 

There are two long sections, containing about seven contributions each, on 
“The Socio-Cultural Context of Population Dynamics,” and on “Population 
Policy.” 

On the whole the pieces are balanced, often judicious, and exceedingly 
useful for the student. However, in one sense this collection is not especially 
well balanced. One misses in it the heat of the “population debate,” and the 
spirit of controversy that so often surrounds discussion and writing in this 
area. Also, I believe that the value of this volume would have been increased 
had the editors found it possible to publish at least a few translations of the 
numerous contributions that have appeared in languages other than English. 

HArveY LEIBENSTEIN 

University of California, Berkeley, California 


*The Determinants and Consequences of Population Trends (New York, 1953). 


Economic and Social Security: Public and Private Measures Against Economic 
Insecurity. By Joun G. Turnsutt, C. ArtHur WILLIAMS, JR. AND 
Earv F. Cnuerr. (New York: Ronald Press. 1957. Pp. vii, 539. $6.00.) 


For the past few years the need for an adequate social security text has 
been growing. Eveline M. Burns’ The American Social Security System, 
though still valuable as an exposition of basic social insurance principles, is 
out-of-date with respect to provisions of the system. Gagliardo’s American 
Social Insurance lacked the qualities of an authoritative work. As a result, 
social security course instructors have had to lean heavily on official infor- 
mational brochures and the general literature of the field. These are abundantly 
available and very useful but make for difficulties at the introductory level. 
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The instructional problem will be alleviated by the present book which has 
a number of excellent characteristics. It covers both public and private meas- 
ures for meeting the problems of death, old age, unemployment, occupational 
and nonoccupational disability and sickness, as well as “substandard condi- 
tions”—all this compressed into only 527 pages. Each program is preceded 
by able presentations of the nature and extent of the particular security 
problem, which are, in a way, the best parts of the book. In each area, the 
authors prove themselves well informed on the important studies and leading 
developments. The footnotes offer excellent jumping-off-points for the enter- 
prising student. The writing, despite the technical nature of the material, is 
clear and interesting. 

Two serious criticisms, however, may be offered. First, the detailing of the 
various programs is generally too thin, and second, the book is rather too 
opinionated for an avowedly introductory text. 

In regard to the first, the authors deliberately play down factual detail. 
They hold that “detailed presentation” does not serve “the purpose of a text 
whose aim is analysis and evaluation” (p. 193). They seem to have been 
concerned that their work would turn out to be “a statistical compendium 
of facts and figures on social security” (p. 4), and one that would become 
obsolete all too rapidly. 

Surely a more solid factual base, short of such an extreme, should have 
been feasible. The most substantial probiem confronting the socia! security 
instructor is that of imparting understanding of how the complicated social 


security systems operate. This is not especially aided by a text which suggests 
(p. 194) that he spend a week on his own state unemployment insurance law, 
and, for other state laws, refers him to the basic Bureau of Employment 
Security document on the subject. Social security instructors, nu less than 
the authors, have discovered these expedients, and there is a question as to 
what contribution the text is making at this point. 

One also wonders why no fewer than three chapters, amounting to a sixth 


of the volume, were expended on “substandard conditions,” including labor 


supply and demand curves, child labor laws, Fair Labor Standards Act, hours 
regulation, etc. These topics are amply treated in the texts of labor problems 
courses, which are generally prerequisite to a social security elective, The 
authors’ contention that “economic insecurity is inherent in substandard work- 
ing conditions” (p. 7) does not justify such overlapping, especially at the 
expense of the traditional social security areas. 

On the second criticism, the authors cap dearth of fact with excess of 
evaluation of a fairly special brand. Government, according to the authors, 
“serves its most useful function in providing a ‘basic layer’ of protection upon 
which private supplements can be built.” They “prefer to see, within the 
governmental framework, a maximizing of the area in which private enterprise 
can operate” (p. 26). 

This viewpoint is provocative and challenging, but overstressed in a text- 
book. The authors’ approval of the governmental sector of social security 
sometimes appears almost conditioned on no further liberalization taking 
place. Thus, they question even the need for increasing the maximum weekly 
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unemployinent benefit amount so that average benefit rates may keep up with 
average wage rates on a 50 per cent basis. They are, in this instance, not 
impressed with either the views of most social insurance students, or the wide- 
spread bipartisan acknowledgment of the need for the proposal. Their analysis 
of the problem as “fundamentally one in economic choice: scarce resources 
against unlimited wants” (p. 209) is too far-fetched a criterion to justify 
abandonment of a basic principle of unemployment insurance. 

The authors are “bluntly uncertain about the desirability of social medical 
expense insurance,” and favor “a wait-and-see attitude in this area” (p. 302). 
Yet the reader is not reassured by their own description of the confusing 
diversity of voluntary, private accidental injury and sickness plans. The 
authors themselves concede that this field is “so complicated that relatively 
few insureds understand it well enough to make intelligent decisions” (p. 362). 

There is no question that the book has been carefully planned and skillfully 
put together. Yet this reviewer cannot help but wish that the authors had been 
a little less fearful of substantive fact and a little more fearful of embarking 
in an introductory text on evaluation of the whole congeries of private and 
public security programs. More concern for the pedagogical needs of the 
social security course, and less wrestling with the problem of the future of 
social security would have been in order. 

Harry MALIsoFF 

Brooklyn College 


Consumer Economic Problems. By E. Bryant Puituips. (New York: Henry 
Holt and Co. 1957. Pp. viii, 480. $4.75.) 

This well-organized and generally attractive book is an important addition 
to the existing textbooks in the field of consumer economics. It is scholarly in 
approach, and shows evidence of careful research; but it is not the pedantic 
type of text. In a field as broad as the economics of consumption where 
concepts are sometimes vague and values difficult to measure, Professor 
Phillips has done an excellent job of presenting specific facts, and organizing 
seemingly unrelated data into easily understood areas of discussion. The 
subject is presented from the consumer viewpoint and a reader-centered atti- 
tude is maintained throughout the work. Supporting material in the form of 
tables and charts is kept to a minimum and the statistics and factual informa- 
tion are up-to-date, pertinent, and well selected from government reports and 
surveys of leading organizations in economic and marketing research. 

Part I deals with consumer demand and is highly technical, introducing a 
multitude of economic terms in the first chapter. The second chapter con- 
tinues the discussion of economic theory in relation to the consumer. The 
interrelation between production and consumption is clearly explained but the 
treatment of the propensity to consume and income flow lacks clarity and the 
money-flow diagram seems unnecessarily complex. The chapter concludes 
with a very practical and thought-provoking discussion of consumer budgeting 
and the need for education along this line. 

Part II, consisting of eight chapters, covers purchasing problems which the 
consumer has to meet. Chapter 3 is a comprehensive presentation of the 
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economic theory of price determination. Chapter 4, dealing with nonprice 
competition, is less technical, although a large number of distributive systems 
are described in the eighteen pages. Chapters 5 through 10 discuss advertising, 
sales promotion, personal services, consumer credit, consumer aids, and war- 
time consumption. The text becomes progressively more interesting and in- 
formative. In fact the reader finds himself intrigued with descriptions of 
advertising devices and selling schemes. This material is handled with frank 
impartiality, analyzing without subjective comment the blessings and evils 
of modern organized selling. 

Part III, discussing consumer interest in the political economy, is a new 
and effective approach to the consumer's stake in political-economic issues of 
our times. Chapters 11 through 16 are devoted to government services, housing 
programs, the farm problem, medical assistance, social security, and resource 
conservation. The consumer interest is skillfully linked to each of these areas 
by first describing the individual consumer activity and then showing the 
effects upon it of a particular governmental or social program. Chapter 17 
leaves the domestic scene and describes the relations of the more important 
present-day aspects of international trade and finance to consumer affairs. The 
final chapter is an excellent comparative description of consumer welfare in 
communistic economies and in several foreign noncommunistic economies. 
In all of Part III Phillips has continued his unbiased attitude in presenting 
both sides of the issues. 

With the exception of the technical discussion in the first three chapters, 
every consumer will find much of interest in the book, and it can be highly 
recommended for general reading as well as for the classroom. 

Janet L. WESTON 


University of Illinois 


Erratum 


The review of The Theory and Working of Union Finance in India, by R. N. 
Bhargava, on page 740 of the September 1957 number of this Review, carried 
the imprint of George Allen and Unwin, London, but omitted the Americap 
publisher The Macmillan Company, New York. 
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Paranpreou, A. G. A test of a stochastic theory of choice. Univ. of California pub. in 
econ., vol. 16, no. 1. (Berkeley: Univ. of California Press. 1957. Pp. 18. 50¢.) 

Roupe, K. E. Gleichgewicht und Konjunkturtheorie—Grundsdtsliche Bedeutung und 
analytische Anwendungen der Gleichgewichtsvorstellung fiir die theoretische Erkldrung 
des Juglarzyklus und moderner konjunkturdhnlicher Entwicklungsphdnomene, (Stutt- 
gart: Gustav Fischer. 1957. Pp. xii, 236. DM 18, —.) 

Sen, S. R. The economics of Sir James Steuart. (Cambridge: Harvard Univ. Press, 1957. 
Pp. vii, 207. $5.) 

Winpvinc, P. Some aspects of the acceleration principle. Copenhagen School Econ. and 
Bus. Admia., Lgbende Skriftaekker, Skriftraekke B, 16. (Copenhagen: Einar Harcks. 
Amsterdam: North-Holland. 1957. Pp. 254. f 30.50; $8.) 

Istoriia russkoi ekonomicheskoi mysli. (History of Russian economic thought.) Vol. I, 
The feudal period, Pt. 1, IX-XVIII centuries. (Moscow: Akad. Nauk SSSR, Inst. Ekon. 
1955. Pp. 755.) 


Economic History; Economic Development; National Economies 


Apier, S. The Chinese economy. (New York: Monthly Review Press. 1957. Pp. xi, 276. 
$5.) 

Arpresy, P. H. Re-examination of India’s administrative system with special reference to 
administration of Government's industrial and commercial enterprises. (New Delhi: 
Govt. of India Press. 1956 Pp. 59.) 

Bastin, J. The native policies of Sir Stamford Raffles in Java and Sumatra—an economic 
interpretation. (New York: Oxford Press. 1957. Pp. xx, 163. $4.80.) 

Baver, P. T. ano Yamey, B. S. The economics of under-developed countries. (London: 
James Nisbet. Cambridge: Univ. Press. 1957. Pp. xiii, 271. 10s 6d.) 

Berc, E. The historical thinking of Charles A. Beard. (Stockholm: Almqvist & Wiksell. 
1957. Pp. 83. SKr. 3, —.) 

Bou, L. T. Problems of the Malayan economy—a series of radio talks. Background to 
Malaya ser. no. 10. (New York: Inst. of Pacific Relations. 1957. Pp. 68. $1.) 

Carter, C. F. ano Wiritams, B. R. Industry and technical progress—factors governing 
the speed of application of science. (New York: Oxford Univ. Press. 1957. Pp. viii, 244. 
$4.) 

This is a report prepared by two directors of research of the Science and Industry 
Committee (appointed by the Royal Society of Arts, the British Association for the 
Advancement of Science, and the Nuffield Foundation). The study has primary reference 
to Great Britain. 

Crark, C. The conditions of economic progress. 3d ed., largely rewritten. (London: Mac- 
millan. New York: St. Martin’s Press, 1957. Pp. xv, 720. $12.50.) 

Creamer, D., anv oTHers. /srael’s national income 1950-1954. Special ser. no. 57. (Jerusa- 
lem: Falk Project for Econ. Research in Israel and Central Bur. of Stat. 1957. Pp. 115 
$2; IL 2.000.) 

Fourastif#f, J. Lareuvr, A. Révolution louest. (Paris: Presses Univ. de France. 
1957. Pp. 235. 600 fr.) 

Gray, M. The Highland economy, 1750-1850. (Edinburgh and London: Oliver & Boyd. 
1957. Pp. 280. 25s.) 

Grooinsky, J. Jay Gould—his business career 1867-1892. (Philadelphia: Univ. of Penn- 
sylvania Press. 1957. Pp. 627. $10.) 

Istes, K. S. ano CutHpert, N. An cconomic survey of Northern Ireland. (Belfast: H. M. 
Stat. Off. 1957. Pp. xxv, 646. 35s.) 

Meter, G. M. ano Batowin, R. E. Economic development—theory, history, policy. (New 
York: John Wiley. London: Chapman & Hall. 1957. Pp. xix, 588. $8.50.) 


fe 
7 
j 
7 
< 
a a 


1092 THE AMERICAN ECONOMIC REVIEW 


Myrvat, G. Economic theory and under-developed regions. (London: Duckworth. 1957. 
Pp. v, 168. 18s.) 

Ropsertson, H. M. South Africa—economic and political aspects. Duke Univ. Common- 
wealth-Stud. Center pub. no. 2. (Durham: Duke Univ. Press. London: Cambridge Univ. 
Press. 1957. Pp. x, 192. $3.50.) 

Sanat, S. The theory of structural change of national economy. Econ. ser. no. 12. (Tokyo: 
Div. of Econ. and Commerce, Sci. Council of Japan. 1956. Pp. 120. Gratis.) 

‘This book is an English translation of the first part of my previous volume titled 
‘Inquiries into the nature and causes of the structural change of national economy’ pub- 
lished in Japanese in 1942. In that book I endeavored to make clear the quantitative and 
qualitative aspects of the long-run movement of national economy. At the time of my first 
writing there had been no systematic investigation of the subject so that my initial task 
was to establish a valid theoretical basis upon which to properly arrange relevant historical 
and statistical materials through which to explain such movement.” (From the preface.) 
Stein, S. J. The Brazilian cotton manufacture—textile enterprise in an underdeveloped 

area, 1840-1890. (Cambridge: Harvard Univ. Press. 1957. Pp. xii, 273. $5.) 

Surrin, S. C. ano Parmer, E. E. The new St. Lawrence frontier—a survey of the eco- 
nomic potential in the St. Lawrence area of New York State. (Syracuse: Syracuse 
Univ. Press. 1957. Pp. xiii, 98. $3.) 

Architects and craftsmen in history—Festschrift fiir Abbott Payson Usher. (Tiibingen: 
J.C. B. Mohr (Paul Siebeck). 1956. Pp. xiii, 172. DM16, —.) 

Basic data on the economy of the U.S.S.R. (Washington: U.S. Bur. of Foreign Commerce. 
1957. Pp. 55.) 

Contribuigdes & andlise do desenvolvimento econdmico (escritos em homenagem a 
Fugénio Gudin). (Rio de Janeiro: Liv. Agir, for Inst. Brasileiro de Econ. da Fundacio 
Getilio Vargas. 1957. Pp. 354. Cr$ 300,00.) 

The economic development of Jordan—report of a mission organized by the International 
Bank for Reconstruction and Development at the request of the Government of Jordan. 
(Baltimore: Johns Hopkins Press. 1957. Pp. xvi, 488. $7.50.) 

8th report of the O.L.E.C.—Europe today and in 1960. Doc. no. C(57)18. (Paris: O.E.E.C. 
1957. 2 vols.) 

First five-year plan for development of the national economy of the People’s Republic 
of China in 1953-1957. People’s Republic of China—All China People’s Congress. (Peking: 
Foreign Languages Press. 1956. Pp. 231.) 

Japanese industry 1956. (Tokyo: Foreign Capital Research Society, Bank of Japaa. 1957 
Pp. 129.) 

A socio-economic survey of Hyderabad—Secunderabad City area. Indian Inst. of Econ 
ser. no. 9. (Hyderabad: Govt. Press. 1957. Pp. xx, 390. $2.25.) 

Soviet economic growth—a comparison with the United States. A study prepared for the 
Subcommittee on Foreign Economic Policy of the Joint Economic Committee, 85th 
Cong., 1st sess. (Washington: Supt. Docs. 1957. Pp. xi, 149.) 

Statistical survey of economy of Japan. (Tokyo: Ministry of Foreign Affairs. 1956. Pp. 47.) 

Vers la promotion de l'économie indigéne. Etud. Coloniales no. 3. (Brussels: Inst. Soc 
Solvay. 1957. Pp. 608. 275 Bfr.) 


Statistical Methods; Econometrics; Social Accounting 
Cocnran, W. G. ano Cox, G. M. Experimental designs. 2nd ed. (New York: John Wiley. 
London: Chapman & Hall. Pp. xiv, 616. $10.25.) 
Davipson, D. ano Surres, P., in collab. with S. Decision making—an experimental 
approach. (Stanford: Stanford Univ. Press. 1957. Pp. 121. $3.25.) 
Gruipert, M. ano Stone, R., ed. Income and wealth—series V1. (London: Bowes & Bowes, 
for Internat. Assoc. for Research in Income and Wealth. 1957. Pp. xiv, 306. 42s.) 


BS 
a 
it 
> 
| 
7, 
tages 
= 
4 
= 
13 | 
ts 
4 
vi, 


TITLES OF NEW BOOKS 1093 


Hirscu, W. Z. Introduction to modern statistics—with applications to business and eco- 
nomics. (New York: Macmillan. 1957. Pp. xiv, 429. $6.50.) 

Miernyk, W. H. A primer of input-output economics. Bus. and econ. educ. ser. no. 2. 
(Boston: Northeastern Univ., Bur. Bus. and Econ. Research. 1957. Pp. iii, 32. $1.) 
Programme linéaire—agrégetion et nombres indices. Cahiers du Séminaire d’Econ. no. 4. 

(Paris: Centre Nat. de la Recherche Sci. 1956. Pp. 146.) 
Statistical abstract of the United States. 78th ed. U.S. Bur. of Census. (Washington: Supt. 
Docs. 1957. Pp. xvi, xx, 1045, $3.50.) 


Economic Systems; Planning and Reform; Cooperation 


Fraccapori, A. Alternative alla questione sociale. Pub. della Facolta di Econ. e Comm 
dell’Universita di Roma no. 4. (Milan: Giuffré. 1957. Pp. 216. L. 1,000.) 

FLexner, J. anpD Exicxson, A.-S. Consumer cooperatives. BLS bull. no. 1211. (Washington: 
Supt. Docs. 1957. Pp. 87.) 
Pt. I deals with cooperatives in the United States; Pt. II covers those abroad. 

Hacker, L. M. American capitalism—its promise and accomplishment. (New York: 
Van Nostrand. 1957. Pp. 190. $1.25 paper.) 

Layucie, J. Les systémes économiques. “Que sais-je?” no. 753. (Paris: Presses Univ. de 
France. 1957. Pp. 126.) 


Business Fluctuations 


Lunoperc, E. Business cycles and economic policy. Trans. by J. Potter. (Cambridge: 
Harvard Univ. Press. 1957. Pp. xx, 346. $6.50.) 

The original version, Konjunkturer och Ekonomisk Politik, was published in Stockholm 

in 1953, and was reviewed in this journal, June 1954, XLIV, 440-43. 

Stutz, F. N. Der Konjunkiurtest—Neue Wege der Konjunkturdiagnose und -prognose 
Veroffentlichungen der Handels-Hochschule St. Gallen, no. 49. (Zurich: Polygraph. 
Verlag. 1957. Pp. xxiv, 291. 18.65 fr.) 

The mechanics of inflation—an analysis of cost and demand pressures on the price level. 
(Washington: U. S. Chamber of Commerce. 1957. Pp. 69. $1.) 

Productivity, prices and incomes. Materials prepared for the Joint Economic Committee 
by the Committee staff, 85th Cong., Ist sess. (Washington: Supt. Docs. 1957. Pp. 281.) 

Retail prices of food, 1955-56-—indexes and average prices. BLS bull. no. 1217, (Washing- 
ton: Supt. Docs. 1957. Pp. 37.) 


Money, Credit and Banking; Monetary Policy; 
Consumer Finance; Mortgage Credit 


Baxter, 1. F. G. The law of banking and the Canadian Bank Act. (Toronto: Carswell 
1956. Pp. 395.) 

Brecuer, I. Monetary and fiscal thought and policy in Canada 1919-1939. (Toronto: 
Univ. of Toronto Press. 1957. Pp. xii, 337. $5.25.) 

Breuer, E. Struktur und Funktionsweise des Geldmarktes der Deutschen Bundesrepublik 
seit 1948. Beitrage Wirtschaftstheorie, Seminar Univ. Kiel no. 1. (Tubingen: J. C. B 
Mohr (Paul Siebeck). 1956. Pp. 124. DM 6,25.) 

Duranp, D. Bank stock ‘prices and the bank capital problem. Occas. paper 54. (New 
York : Nat. Bur. Econ. Research. 1957. Pp. xviii, 68. $1.) 

Hammonp, B. Banks and politics in America from the Revolution to the Civil War 
(Princeton: Princeton Univ. Press. 1957. Pp. xi, 771. $12.50.) 

Oxtvecrona, K. The problem of the monetary unit. (New York: Macmillan. 1957. Pp. 
186. $3.) 


by 
x 
| 
im 
lit, 
les 
for 
at 
2 
: 


1094 THE AMERICAN ECONOMIC REVIEW 


Vert, O. Die Verdinderte Wahrungspolitik und Irhe Folgen. (Frankfurt: Fritz Knapp, 
for Inst. f. das Kreditwesen, Johann Wolfgang Goethe-Universitat. 1957. Pp. 182. 
DM 13,20.) 

Wirson, J. S. G. French banking structure and credit policy. (Cambridge: Harvard Univ. 
Press. 1957. Pp. vii, 453. $8.50.) 

Zototas, X. Bank of Greece—report for the year 1956. Address by the Governor to 24th 
General Assembly of Shareholders, April 11, 1957. (Athens: Hellenic Pub. Co. for the 
Bank of Greece. 1957. Pp. 67.) 

Annual report of the Federal Deposit Insurance Corporation for the year ended December 
31, 1956. (Washington; Fed. Deposit Ins. Corp. 1957. Pp. xv, 159.) 

Corisumer instalment credit. Pt. IV, Financing new car purchases—a national survey for 
1954-55. Board of Governors, Fed. Reserve System. (Washington: Supt. Docs. Pp. 
xii, 151. 60¢ ) 

Credit needs of small business. Hearings before a subcommittee of the Senate Committee 
on Banking and Currency, 85th Cong., 1st sess. (Washington: Supt. Docs. 1957. Pp. 533.) 

Financial Institutions Act of 1957—-comparative print showing changes in existing law 
made by S. 1451 as passed by the Senate. House Committee on Banking and Currency, 
85th Cong., 1st sess, May 24, 1957. (Washington: Supt. Docs. 1957. Pp. 275.) 


Public Finance; Fiscal Policy 


Byev, J. A. A selected and annotated bibliography of estate planning. (Austin: Bur. 
Bus. Research, Univ. of Texas. 1957. Pp. viii, 41. 50¢.) 

Ersner, G. Kaufkraftiibertragungen durch Offentliche Finanzen—Ein Beitrag cur Theorie 
und Statistik der fiskalischen Einkommensredistribution. (Winterthur: P. G. Keller. 
1956. Pp. xvi, 128.) 

Hatier, H. Finanzpolitik—Grundlagen und Hauptprobleme. (Tiibingen: J. C. B. Mohr 
(Paul Sieback). 1957. Pp. viii, 326. DM 25, —.) 

Manon, J. J., Jz., ev. Working with the Revenue Code, 1957—selected comments from the 
Journal of Accountancy’s Tax Clinic July 1954 to July 1957. (New York: Am. Inst. 
Cert. Pub. Acceuntants. 1957. Pp. xxvi, 192. Cloth $3; paper $2.25.) 

Taupman, J. The joint venture and tax classification. (New York: Fed. Legal Pub. 1957. 
Pp. xvii, 493.) 

Budgeting and accounting. Hearing before the Subcommittee on Reorganization of the 
Senate Committee on Government Operations, 85th Cong., Ist sess., April 12, 1957 
(Washington: Supt. Docs. 1957. Pp. 62.) 

Ftude comparative des budgets Néerlandais, Belge et Luxembourgeois ayant trait aux 
années 1953-1954-1955-1956. Rapport de la Comm. pour I'étude de la comparaison des 
budgets des institutions publiques et parastatales. (Brussels: L’'Union Douaniére Néer 
lando-Belgo-Luxembourgeoise. 1956. Pp. 113.) 

Financial management in the Department of the Navy. Research rept. of the 1957 class, 
Navy Graduate Comptrollership Program. (Washington: George Washington Univ. 1957 
Pp. 345.) 

Fiscal policy implications of the economic outlook and budget developments. Hearings 
before the Subcommittee on Fiscal Policy of the Joint Economic Committee, 85th Cong., 
Ist sess., June 3, 4, 5, 6, 7, 13, and 14. (Washington: Supt. Docs. 1957. Pp. vi, 348.) 

. Report of the Joint Economic Committee, 85th Cong., Ist sess. (Washington : 
Supt. Docs. 1957. Pp. iii, 5.) 


Improving federal budgeting and appropriations. Hearings before a subcommittee of the 
House Committee on Government Operations, 85th Cong., 1st sess, Mar. 26-Apr. 10, 
1957. (Washington: Supt. Docs. 1957. Pp. 308.) 


Reduction of nonessential federal expenditures—report on federal grants-in-aid to states 
and payments to individuals. Joint Committee on Reduction of Nonessential Federal 
Expenditures, 85th Cong., Ist sess. (Washington: Supt. Docs. 1957. Pp. 618.) 


- 
: 
& 
4 
ki 
\ 
Ge \ 
Ri 
= 
‘ 
sf 
4 
& 
an 
< 
\ 
4 
; 


TITLES OF NEW BOOKS 1095 


Statement by the Secretary of the Treasury before the Senate Committee on Finance 
(Washington: Supt. Docs, 1957. Pp. 50.) 

Systematic debt reduction. Hearing before the Senate Committee on Finance, 85th Cong., 
Ist sess., June 11, 1957. (Washington: Supt. Docs. 1957. Pp. 68.) 

Technical Amendments Act of 1957. Report of the House Committee on Ways and Means. 

(Washington: Supt. Docs. 1957. Pp. 111.) 


International Economics 


CrowtTuer, G. Balances and imbalances of payments. George H. Leatherbee Lectures 1957. 
(Boston: Grad. School Bus. Admin., Harvard Univ. 1957. Pp. vii, 70. $2.) 
The titles of the three lectures aré: “The Nations’ Patterns of Growth”; “One World? 

Or Two? Or Twenty ?”; “The Scarce Dollar.” ; 

Grapin, V. Efeito. das taxas miltiplas de cambio. (Salvador, Brazil: Liv. Progresso Edit 
1957. Pp. 115. Cr$ 80,00.) 

Harris, S. E. International and interregional economics. (New York: McGraw-Hill. 1957 
Pp. xiv, 564. $7.) 

MacDovcatt, D. The world dollar problem—a study in international economics. (New 
York: St. Martin’s Press. London: Macmillan. 1957. Pp. xvii, 622. $12.50.) 


Mateck, B. E. Establishment of the International Finance Corporation and United States 
policy—a case study in international organization. (New York: Praeger. 1957. Pp. xii, 
194. $5.) 

Pucu, O. S. The Export-Import Bank of Washington. Essays in econ. no. 5. (Columbia 
Bur. Bus. and Econ. Research, Univ. of South Carolina. 1957. Pp. 53.) 


Ramsay, G. D. English overseas trade during the centuries of emergence. (London: Mac 
millan. New York: St. Martin’s Press. 1957. Pp. x, 279. $6.) 

“The expression ‘centuries of emergence’ I have used, for lack of any other, to describe 
the period between the close of the middle ages, somewhere in the late fifteenth century, 
and the series of revolutions, political and economic, that ushered in the modern world 
some three hundred years later.” (From the foreword.) 


SCAMMELL, W. M. International monetary policy. (New York: St. Martin's Press. London: 
Macmillan. 1957. Pp. xiv, 402. $9.) 


Von Beckreratu, E., Meyer, F. W., ano A. Wirtschaftsfragen der 
Freien Welt. 2nd ed. (Frankfurt: Fritz Knapp. 1957. Pp. xi, 633.) 

von H. K. Wadhrungspolitische Probleme der europdischen Wirt 
schaftsintegration. Kieler Vortrige, n.F. 12. (Kiel: Inst. {. Weltwirtschaft, Univ. of Kiel 
1957. Pp. 18.) 

Werner, J. Die Wirtschaftsverbinde in der Marktwirtschaft. St. Galler Wirtschaftswissen 
schaftliche Forschungen, vol. 12. (Zurich: Polygraph. Verlag. 1957. Pp. xii, 231.) 

Zupnick, E. Britain’s postwar dollar problem. (New York: Columbia Univ. Press. 1957 
Pp. xv, 256. $5.50.) 

Administration and operation of customs and tariff laws and the trade agreements program 
Overseas conference. Hearings before the Subcommittee on Customs, Tariffs and Recipro 
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Docs. 1957. Pp. 745.) 

Foreign trade of Honduras, 1945-1951. Internat. trade of the American states, bull. no. 2. 
(Washington: Pan Am. Union. 1957. Pp. 66.) 

Government competition with private business—1957. Hearings before a subcommittee of 
the Senate Select Committee on Small Business, 85th Cong., Ist sess., Apr. 16-May 22, 
1957. (Washington: Supt. Docs. 1957. Pp. 104.) 

The importance of foreign trade to the United States economy. (New York: U.S. Council, 
Internat. Chamber of Commerce. 1957. Pp. 36. 30¢.) 

International bibliography of public administration. (New York: UN, Technical Assistance 
Program. 1957. Pp. 101.) re 

International trade—1956. GATT/1957-2. (Geneva: General Agreement on Tariffs and 
Trade. 1957. Pp. 278. $2.) 

The fifth annual report prepared by the GATT secretariat. Part I is an analysis of 
recent developments in the structure and pattern of international trade. Part II examines 
developments in commercial! policy. Part III sets out the principal activities of the con- 
tracting parties to the General Agreement during the period under review—particularly 
the business completed at their 11th session, Oct. 11 to Nov. 27, 1956 
The Mutual Security Act of 1957. Pt. 1, Report of the Senate Committee on Foreign Re 

lations. Pt. 2, Minority views; supplementary views of Mr. Long. 85th Cong., 1st sess. 

(Washington: Supt. Docs. 1957. Pp. 64; 12.) 

~. Hearings before the Senate Committee on Foreign Relations, 85th Cong., 1st sess. 

Pt. 2. (Washington: Supt. Docs. 1957. Pp. 27.) 

Hearings before the House Committee on Foreign Affairs, 85th Cong., Ist sess., 

May 28, 29 and June 5, 1957. Pts. I, II, IV and V. (Washington: Supt. Docs. 1957. 

Pp. 169; 229; 141; 353.) 

The Mutual Security Program: fiscal year 1958—a summary presentation June 1957. 
(Washington; Supt. Docs. 1957. Pp. v, 149.) 

Regulations concerning dealings in gold and foreign exchange in France. 18th suppl. (in 
French). (Basle: Bank for Internat. Settlements. 1957. Pp. 160. Sw-fr. 15.) 

Regulations issued by Switzerland regarding its payments with various countries. 10th 
suppl. (Basle: Bank for Internat. Settlements, 1957. Pp. 110. Sw.fr. 10.) 

Report on United States customs, tariff, and trade agreement laws and their administra- 
tion. By the Subcommittee on Customs, Tariffs, and Reciprocal Trade Agreements of 
the House Committee on Ways and Means. (Washington: Supt. Docs. 1957. Pp. 223.) 

The strategic trade control system, 1948-1956. Mutual Defense Assistance Control Act of 
1951, 9th rept. to Congress by the director of the International Cooperation Administra- 
tion. (Washington: Supt. Docs. 1957. Pp. v, 115.) 

The United Nations specialized agencies. Report of the Subcommittee on International 
Organizations and Movements of the House Committee on Foreign Affairs, 85th Cong., 
Ist sess., July 1, 1957. (Washington: Supt. Docs. 1957. Pp. 51.) 

The World Bank—policies and operations. (Washington: Internat. Bank for Reconstruc 
tion and Development. 1957. Pp. 139.) 


Business Finance; Investment and Security Markets; Insurance 


Lors, G. M. The battle for investment survival. (New York: Simon & Schuster. 1957 
Pp. 311. $3.95.) 

Patterson, E. W. Essentials of insurance law—-an outline of legal doctrines in their rela- 
tions to imsurance practices. 2nd ed. (New York: McGraw-Hill. 1957. Pp. xiv, 558 
$7.50.) 

Texsorcn, G. Corporate profits in the decade 1947-56. (Washington: Machinery & Allied 
Prod. Inst. 1957. Pp. 27. $1.25.) 
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Cost of flotation of corporate securities 1951-1955. Securities amd Exchange Comm., Div. 
of Trading and Exchanges. (Washington: Supt. Docs. 1957. Pp. 76.) 

SEC legislation. Hearings before a subcommittee of the Senate Committee on Banking 
and Currency, May 20-24, 27, 29, 85th Cong., Ist sess. (Washington: Supt. Docs. 1957 
Pp. 272.) 


Business Organization; Managerial Economics; Marketing; Accounting 


Bercretp, A. J., Eartey, J. S., anp Knosrocu, W. R. Pricing for profit and growth 
Consultant repts. on current business problems. (New York: McGraw-Hill. 1957 
Pp. 188, ll.) 

Bertiner, J. S. Factory and manager in the USSR. (Cambridge: Harvard Univ. Press. 
1957. Pp. xv, 386. $7.50.) 

Corperc, M. R., Braprorp, W. C. ano Art, R. M. Business economics—principles and 
cases. Rev. ed. (Homewood, IIl.: Irwin. 1957. Pp. x, 537. College price $6.95.) 

Danie_ts, L. M., comp. Studies in enterprise. A selected bibliography of American and 
Canadian company histories and biographies of businessmen. (Boston: Grad. School 
3us. Admin., Harvard Univ. 1957. Pp. xiv, 169.) 

Myer, J. N. Accounting for non accountants—key to an understanding of accounting. 
(New York: New York Univ. Press. 1957. Pp. ix, 235. $5.) 

NISHIKAWA, K. Origin of “cash method bookkeeping” in Japan. Econ. ser. no. 11. (Tokyo: 
Div. Econ. and Commerce, Sci. Council of Japan. 1957. Pp. 23. Gratis.) 

Nosie, H. S. anp Niswoncer, R. Accounting principles. 7th ed. (Cincinnati: South- 
Western Pub. 1957. Pp. x, 742. $6.) 

Oaks, C. L. Managing suburban branches of department stores. Bus. research ser. no. 10 
(Stanford: Grad. School of Business, Stanford Univ. 1957. Pp. v, 89. $2.50.) 

Tuompson, R. B. A selected and annotated bibliography of marketing research. (Austin: 
Bur. Bus. Research, Univ. of Texas. 1957. Pp. v, 41. 50¢.) 

Market research methods in Europe. European Productivity Agency, Project no. 261. 
(Paris: C.E.E.C. 1956. Pp. 189.) 

Proceedings of the Operations Research Conference, 1956. (New York: Soc. for Advance 
ment of Management. 1957. Pp. 168.) 

Textile Fiber Products Identification Act. Hearings before a subcommittee of the House 
Committee on Interstate and Foreign Commerce, 85th Cong, Ist sess., April 4, 5, 11, 
12, and 29, 1957. (Washington: Supt. Docs. 1957. Pp. 261.) 


Industrial Organization; Government and Business; Industry Studies 


Apams, W. ano Henory, J. B. Trucking mergers, concentration, and small business—an 
analysis of Interstate Commerce Commission policy, 1950-56. Report prepared for the 
Senate Select Committee on Small Business, 85th Cong., Ist sess. (Washington: Supt 
Docs. 1957. Pp. v, 154.) 

Basu, S. K. Place and problems of small industries. (Calcutta: A. Mukherjee & Co. 1957 
Pp. 97. Rs 4/—.) 

Boxcrarvt, K. AND FIKENTSCHER, W. Wettbewerb Wettbewerbsbeschrinkung Marktheherr- 
schung. Abhandlungen aus dem gesamten Handelsrecht, Birgerlichen Recht und 
Konkursrecht no. 24. (Stuttgart: Ferdinand Enke. 1957. Pp. viii, 84. DM 7,80.) 


Dares, J. H. Hydroelectricity and industrial development—1898-1940. (Cambridge: Har- 
vard Univ. Press. 1957. Pp. xii, 269. $5.50.) 

Gragser, M. G. Public utilities in American capitalism. (New York: Macmillan. 1957. 
Pp. xiii, 624. $7.50.) 

Hacue, D. C. The economics of man-made fibres. (London: Duckworth. 1957. Pp. 315. 
30s.) 
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Lenmann, R. Zur Problematik der Integration der européischen Elektrizitdtswirtschaft. 
teitrage Wirtschaftstheorie, Seminar Univ. Kiel no. 2. (Tiibingen: J. C. B. Mohr 
(Paul Siebeck). 1957. Pp. 120. DM 6,25.) 

Perio, V. The empire of high finance. (New York: Internat. Pub. 1957. Pp. 351. $5.50.) 


Reyvnoips, A. R. The Daniel Shaw Lumber Company—a case study of the Wisconsin 
lumbering frontier. (New York: New York Univ. Press. 1957. Pp. x, 177. $5.) 

Rosson, R. The cotton industry in Britain. (New York: St. Martin’s Press. London: 
Macmillan. 1957. Pp. xx, 364. $10.) 

Tayior, F. S. A history of industrial chemistry. (New York: Abelard-Schuman. 1957. 
Pp. xvi, 467. $7.50.) 

To amend section 2 of the Clayton Act. Hearings before the Subcommittee on Antitrust 
and Monopoly of the Senate Committee on the » Jiciary, 85th Cong., 1st sess., Mar. 
27-29, Apr. 2-5, 1957. Pt. 2 (Washington Supt. Docs. 1957. Pp. 790.) 

Concentration in American industry. Report of the Subcommittee on Antitrust and 
Monopoly of the Senate Committee on the Judiciary, 85th Cong., 1st sess. (Washington: 
Supt. Docs. 1957. Pp. 756.) 

Distribution practices in the petroleum industry. Hearing before Subcommittee No. 5 of 
the House Select Committee on Small Business, 85th Cong., 1st sess., Apr. 16, 1957. 
Pt. Il. (Washington: Supt. Docs. 1957. Pp. 126.) 

Economic concentration measures—uses and abuses. A session of the 41st annual meeting 
of the Conference Board, New York City, May 17, 1957. Stud. in bus. econ. no. 57. 
(New York: Nat. Indus. Conf. Board. 1957. Pp. 55.) 

Government competition with private business-1957. Hearings before a subcommittee of 
the Senate Select Committee on Small Business, 85th Cong., Ist sess., Apr. 16 and 
May 22, 1957. (Washington: Supt. Docs. 1957. Pp. 104.) 

Natural Gas Act amendments of 1957. Report of the House Committee on Interstate and 
Foreign Commerce, 85th Cong., Ist sess. (Washington: Supt. Docs. 1957. Pp. 62.) 

Prospects for economic nuclear power. Stud. in bus. policies no. 83. (New York: Nat 
Indus. Conf. Board. 1957. Pp. 77.) 

Report of the Antitrust Subcommittee of the House Committee on the Judiciary, 85th 
Cong., 1st sess., authorizing the Committee on the Judiciary to conduct studies and 
investigations relating to certain matters within its jurisdiction on the television broad- 
casting industry, Mar. 13, 1957. (Washington: Supt. Docs. 1957. Pp. 148.) 

Report on industrial concentration and product diversification in the 1,000 largest manu- 
facturing companies —1950. (Washington: Fed. Trade Comm. 1957. Pp. 656.) 

Small Business Act. Hearings before the House Committee on Banking and Currency, 
85th Cong., Ist sess. (Washington: Supt. Docs. 1957. Pp. 297.) 

The Small, Business Administration. Pt. 2, Appendix to hearings before Subcommittee 
No. 2 of the House Select Committce on Small Business, 85th Cong., Ist sess. (Wash- 
ington: Supt. Docs. 1957. Pp. 158.) 

Surface transportation (ratemaking legislation). Hearings before a subcommittee of the 
House Committee on literstate and Foreign Commerce, 85th Cong., Ist sess., Apr. 2-5, 

10, 11, 1957. (Washington: Supt. Docs. 1957. Pp. 487.) 


Land Economics; Agricultural Economics; Economic Geography; Housing 


Carskapon, T. R. ano Sours, G. USA in new dimensions—the measure and promise of 
America’s resources—a survey. (New York: Macmillan, for Twentieth Century Fund 
1957. Pp. 124.) 

Cuarin, fF. 5., Jr. Urban land use planning. (New York: Harper. 1957. Pp. xv, 397. $8.) 

Cuurcn, R. J. H. West Africa—a study of the environment and of man’s use of it 
(New York: Longmans, Green. 1957. Pp. xxvii, 547. $8.75.) 


DeHaven, J. C. ano Hirsureser, J. Feather River water for Southern California. 
P-1034-RC, (Santa Monica: RAND Corp. 1957. Pp. 27.) 
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Grama, W. S. Electric power and development of Northern California—report prepared 
for Assembly Interim Committee on Conservation, Planning and Public Works. Com. 
rept. XIII (18). (Sacramento: Calif. State Assembly. 1957. Pp. 176.) 

Horton, D. C. Patterns for farm financial structure—a cross-section view of economic 
and physical determi:.ants. Stud. in agric. fin. no. 2. (Princeton: Nat. Bur. Econ. Re- 
search, Fin. Research Program. 1957. Pp. 185.) 

Jawetz, M. B. Farm size, farming intensity, and the input-output relationships of some 
Welsh and West of England dairy farms—a study in the application of marginal and 
some more advanced economic analysis. (Aberystwyth: Dept. Agric. Econ., Univ. Col- 
lege of Wales. 1957. Pp. 84. 7s 6d.) 

Kroun, H.-B. Die Futtergetreidewirtschaft der Welt 1900-1954—Eine Untersuchung tiber 
die Entwicklung von Angebot und Nachfrage in der getreideverwertenden Veredlungs 
produktion im wirts:icitiichen Wachstumsprozess. n.F., no. 165. (Hamburg: Paul Parey. 
1957. Pp. 144. DM 10,—.) 

Kuo-Cntn, C. Agrarian policies of Mainland China—a documentary study (1949-1956). 
(Cambridge: Harvard Univ. Press. 1957. Pp. xiii, 276, mimeo.) 

Purvy, R. J. Farmers—what now? (New York: Pageant Press. 1957. Pp. 76. $2.50.) 

Scnorr, L. H. A new outlook and a new culture for rural America. (New York: Teachers 
College, Columbia Univ. 1957. Pp. vii, 38. $1.) 

Suiperer, J. H. Farm crisis—1919-1923. (Berkeley: Univ. of California Press. 1957. 
Pp. x, 345. $5.) 

Turvey, R. The economics of real property—an analysis of property values and patterns 
for use. (London: Allen & Unwin. 1957. Pp. 150. 16s.) 

Woopwarp, G. M. Commercial fisheries of North Carolina—an economic analysis. (Chapel 
Hill: Bur. Bus. Serv. and Research, Univ. of North Carolina. 1956. Pp. xix, 153. $2.) 


The availability of raw cotton in Western Europe. (Manchester: Internat. Fed. of Cotton 
and Allied Textile Indus. 1957. Pp. 23.) 


The disintegrating village—report of a socio-economic survey conducted by the University 
of Ceylon. Pt. I. (Colombo: Ceylon Univ. Press Board. 1957. Pp. xvi, 83.) 


The implications of technical change in agriculture—proceedings of the Ninth Inter- 
national Conference of Agricultural Economists, held at Teekkarikyla, Otaniemi, Finland, 
19-27 August 1955. (New York: Oxford Univ. Press. 1956. Pp. xiii, 571.) 


Labor Economics 


Apvams, L. P. anp Aronson, R. L. Workers and industrial change—a case study of labor 
mobility. Stud. in indus. and labor relations, vol. VIII. (Ithaca: New York State School 
of Indus. and Labor Relations, Cornell Univ. 1957. Pp. xi, 209. $4.50.) 

A study and analysis of the experience of workers in Auburn, New York, following the 
shut-down of the works of International Harvester Company in that city in 1950. The 
study was designed to examine the process by which workers adjust to major types of 
industrial change, to evaluate the effectiveness of various means of helping workers adjust 
to loss of jobs, and to test the validity of some earlier findings on worker mobility 
Becker, G. S. The economics of discrimination. (Chicago: Univ. of Chicago Press. 1957 

Pp. x, 137. $3.50.) 

Brank, D. M. anv Sticiter, G. J. The demand and supply of scientific personnel. No. 62, 
gen. ser. (New York: Nat. Bur. Econ. Research. 1957. Pp. xix, 200. $4.) 

Ciecc, H. A. ano Cuester, T. E. Wage policy and the Health Service. (Oxford: Basil 
Blackwell. 1957. Pp. viii, 141. 18s 6d.) 

“The purpose of this study is to try to answer two questions: Can the Whitley system 
of the National Health Service be improved? and: Does the centralized system of de- 
termining wages and salaries in the National Health Service shed light on the possibility 
and desirability of a national wage policy for Britain?” (From the Introduction.) 
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Fourastit, J. Productivity prices and wages. Project no. 235. (Paris: European Produc- 
tivity Agency, O.E.E.C. 1957. Pp. 113. $1.50.) 

“Professor Fourastié . . . has developed his own method for measuring long-term 
productivity trends. His very original approach bypasses the statistical problems of 
‘matching’ production and employment figures, which form the main difficulties en- 
countered by those who take the more orthodox approach. The procedure he uses may 
perhaps be termed the ‘indirect method,’ since he starts with the ratio between output and 
input, which is the direct definition of productivity. 

“It is still too early to pass any final judgment on the theoretical significance or the 
practical usefulness of the methods developed by Professor Fourastié. His underlying 
assumption is clearly that prices and wages are both determined solely by the state of 
technical progress. In the long run this may be a plausible assumption, but for shorter 
periods it is obviously an over-simplification, which, nevertheless, might yield results 
deepening our understanding of the problems involved.” (From the preface by Roger 
Grégoire.) 

Jonannessen, FE. The Hawaiian labor movement—a brief history. (Boston: Bruce 

Humphries. 1956. Pp. 181. $3.75.) i 
Leiter, R. D. The Teamsters Union—a study of its economic impact. (New York: Book- 

man Assoc. 1957. Pp. 304. $5.) 

Levitan, S. A. Federal assistance to labor surplus areas. A report prepared at the request 
of the chairman of the House Committee on Banking and Currency, 85th Cong., 1st sess. 

(Washington: Supt. Docs. 1957. Pp. iv, 89.) 


Nvypeccer, A. Die wirtschaftliche Bedeutung der Allgemeinverbindlicherklaerung von 
Gesamtarbeitsvertraegen in der Schweiz. (Zurich: Polygraphischer Verlag. 1957. Pp. 198. 
12.45 Sw fr.) 


Rever, M. W. Labor in a growing economy. (New York: John Wiley. London: Chapman 
& Hall. 1957. Pp. xii, 534. $6.50.) 


Snurciurrr, A. W., comp. Labor in Cuba. BLS Foreign Labor Information ser. (Washing- 
ton: Supt. Docs. 1957. Pp. 26.) 


Analysis of work stoppages, 1956. BLS bull. no. 1218. (Washington: Supt. Docs. 1957. 
Pp. 35.) 

Costs, operations and procedures under the Workmen’s Compensation Law of the State of 
New YVork—-report by the Commissioner. (Albany: Comm. to Study, Examine and 
Investigate the Cost of Workmen’s Compensation under the Workmen’s Compensation 
Law of the State of New York. 1957. Pp. 142.) 


Effective utilization of engineering personnel. Proceedings of a conference sponsored by the 
Michigan State Univ.; Labor and Indus. Relations Center and College of Engineering 
and the Michigan Soc. of Professional Engineers, at Michigan State Univ., Mar. 29 and 
30, 1957. (East Lansing: Labor and Indus. Relations Center, Michigan State Univ 
1957. Pp. ii, 53, $1.) 


Employment and economic status of older men and women. BLS bull. no. 1213 (rev. bull 
no. 1092). (Washington: Supt. Docs. 1957. Pp. 41.) 


His Royal Highness the Duke of Edinburgh's Study Conference on the Human Problems 
of Industrial Communities within the Commonwealth and Empire, Oxford, 1956 
Vol. I, Report and proceedings. Vol. 11, Background papers, appendixes and index. (New 
York : Oxford Univ. Press. 1957. Pp. xii, 338; xv, 339. 42s net.) 

The papers presented at the Conference were on such topics as: The Impact of In- 
dustrialization, The Varying Pattern of Industry—-A General Survey, The Human Prob 
lems of Industry. There are also several papers on similar problems in other countries 
of the Commonwealth. Volume II contains 24 background papers—mainly on problems of 
labor, economic development, and industrialization in various countries of the Common 
wealth 
Introduction to work study. (Geneva: Internat. Labour Off. 1957. Pp. xv, 349. $3.50.) 
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Investigation of improper activities in the labor or management field. Hearings before the 
Senate Select Committee on Improper Activities in the Labor or Management Field, 
85th Cong., Ist sess. Pt. 7. (Washington: Supt. Docs. 1957. Pp. 587.) 

Organisation of occupational health services in places of employment. Internat. Labour 
Conf., 42nd sess., rept. VI(1). (Geneva: Internat. Labour Off. 1957. Pp. 53. 50¢.) 
Report of the Director-General. Pt. I. Automation and other technological developments 
—labour and social implications. Internat. Labour Conf., 40th sess. Rept. I(1). (Geneva: 

Internat. Labour Off. 1957. Pp. ix, 105. $1.) 

Report relative to means of absorbing the labor surplus in older age groups. (Boston: 
Wright & Print. Co. 1957. Pp. 64.) 

Second injury funds—-standards and patterns in state legislations. BLS bull. no. 190 
(Washington: Supt. Docs. 1957. Pp. 61.) 

Studies of the economic effects of the $1.00 minimum wage. Interim report prepared by 
the Wage and Hour and Public Contracts Divs. (Washington: Supt. Docs. 1957. Pp. 109.) 


Studies of the effects of the $1. minimum wage—locality studies. BLS rpt. no. 114 
(Washington: Supt. Docs. 1957.) 


The use made in French industry of inter-firm comparisons carried out in the United 
States and in France. Spec. no. Productivity Measurement Review, April 1957. (Paris: 
O.E.E.C. 1957. Pp. 50. S0¢.) 

Welfare and pension plans legislation. Hearings before the Subcommittee on Welfare and 
Pension Plans Legislation of the Senate Committee on Labor and Public Welfare, 85th 
Cong., Ist sess., May 27, 29, June 6-28 and July 1, 1957. (Washington: Supt. Docs. 
1957, Pp. 727.) 


Population; Welfare Programs; Standards of Living 


Bocue, D. J., Survocx, H. S., Jr., ano Horrmann, S. A. Subregional migration in the 
United States, 1935-40. Vol. 1, Streams of migration between subregions—a pilot study 
of migration flows between environments. Stud. in population distribution no. 5. (Ox- 
ford: Miami Univ. 1957. Pp. vi, 333. $5.25.) 


Coontz, S. H. Population theories and the economic interpretation. (New York: Humani 
ties Press. 1957. Pp. 200. $5.) 


Fetoman, F. L. The family in a money world. (New York: Family Ser. Assoc. of Am 
1957. Pp. iv, 188. $2.50.) 


Lee, E. S., Micrer, A. R., Bratnerp, C. P., ann Eastern, R. A. Population redistribu- 
tion and economic growth—United States, 1870-1950. Vol. 1, Methodological considera 
tions and reference tables. (Philadelphia: Am. Phil. Soc. 1957. Pp. xix, 759. $5.) 

This is the first of a two-volume study prepared by the University of Pennsylvania 
Studies of Population Redistribution and Economic Growth under the direction of Pro 
fessors Simon Kuznets and Dorothy Swaine Thomas 
Srassart, J. Malthus et la population. Coll. sci. no. 6. (Liége: Faculté de Droit, Univ 

of Liége. 1957. Pp. 342. Bfr. 250.) 

Treavcoio, D. W. The great Siberian migration—-government and peasant in resettlement 
from emancipation to the First World War. (Princeton: Princeton Univ. Press. 1957. 
Pp. xiii, 278. $5.) 

Consumer services of the State of New York. Pt. 1, How much legal protection does New 
York State give the consumer? Pt. II, Consumer laws in action. (Albany: Consumer 
Counsel to the Governor. 1957. Pp. 58; 79.) 

Social welfare expenditures and their financing—New York City. (New York: Bur. Com 
munity Stat. Serv., Community Council of Greater New York, 1957. Pp. x, 136. $3.) 
Systems of social security—Great Britain. (Geneva: Internat. Labour Off. 1957. Pp. xi, 

73. 60¢.) 
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Related Disciplines 


Crievetann, H., ano Mancone, G. J., ed. The art of overseasmanship—Americans at work 
abroad. (Syracuse: Syracuse Univ. Press. 1957. Pp. xvii, 150. $3.) 

Downs, A. An economic theory of democracy. (New York: Harper. 1957. Pp. viii, 310 
$4.50.) 

Firzstmmions, T., ed. RSFSR—Russian Soviet Federated Socialist Republic. Vols. I and 
II. Country survey ser. (New Haven: Human Relations Area Files. 1957. Pp. xii, 310; 
iii, 350. $9.75.) 

Gises, H. A. R. ano Bowen, H. Islamic society and the West—a study of the impac} of 
western civilization on Moslem culture in the Near East. Vol. I, Islamic society in the 
eighteenth century, pt. 2. (New York: Oxford Univ. Press, for Royal Inst. Internat. 
Affairs. Pp. v, 285. $5.60.) 

Harnis, G. L., ev. Egypt. (New Haven: Human Relations Area Files, Yale Univ. 1957. 
Pp. xii, 370. $8.) 

Kino, F. H. H. The new Malayan nation—a study of communalism and nationalism. 
(New York: Inst. of Pacific Relations. 1957. Pp. xii, 89. $2.) 

Konr, L. The breakdown of nations. (New York: Rinehart. 1957. Pp. xii, 244. $6.) 

Pareitto, F. Contributo alla teoria della politica economica. Storia e Dottrine Econ. no. 11. 
(Turin: Unione Tipografico. 1957. Pp. xv, 303. L. 2400.) 

Ross, R. ano Van Den Haac, E. The fabric of society—an introduction to the social 
sciences. (New York: Harcourt, Brace. 1957. Pp. xv, 777.) 

Sixteen chapters are devoted to “Economic Aspects of Society.” 

Scott, K. J., ep. Welfare in New Zealand. Stud. in pub. admin. no. 3. (New York: Ox- 
ford Univ. Press. 1956. Pp. 130. $2.50.) 

See.ey, J. R., and others. Community Chest—a case study in philanthropy. (Toronto: 
Univ. of Toronto Press, 1957. Pp. ix, 593. $7.50.) 

Tinker, H. The Union of Burma—a study of the first years of independence. (New York: 
Oxford Univ. Press, for Royal Inst. Internat. Affairs. 1957. Pp. xiv, 424. $6.75.) 

Watters, R., Jr. Albert Gallatin—Jeffersonian financier and diplomat. (New York: Mac 
millan. 1957. Pp. ix, 461. $7.) 

Index of publications of bureaus of business and economic research—1950-1956. (Eugene: 
Assoc. of Univ. Bur. Bus. and Econ. Research, Univ. of Oregon. 1957. Pp. 110. $2.) 
Revision of the United Nations Charter—a symposium. (New York: Oxford Univ. Press 

New Delhi: Indian Council of World Affairs. 1957. Pp. vi, 145. $1.70.) 
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PERIODICALS 


General Economics; Methodology 


pe Finetti, B. L’informazione, il ragionamento, l’inconscio nei rapporti con la previsione 
L‘industria, Apr.-June 1957. Pp. 25. 

Demaria, G. La probabilité comme guide dans la recherche et la confirmation des lois 
universelles. Econ. Appliquée, Jan.-Mar. 1957. Pp. 8 

Sulla conferma delle proposizioni deduttive a mezzo della probabilita empirica 

L’industria, Apr.-June 1957. Pp. 5. 

Fossat1, k. Note sur une approche probabiliste a la théorie économique. Econ, Appliquée, 
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Farm Econ., Aug. 1957. Pp. 8. 

Parsons, K. H. Land reform in the postwar era. Land Econ., Aug. 1957. Pp. 15. 

Perrer, E. L. Less beef in the plate? Inter-Am. Econ. Affairs, Summer 1957. Pp. 33. 

Puituips, T. L. Butter and margarine. Quart. Rev. Agric. Econ., Apr. 1957. Pp. 6. 

Pratt, S. Metropolitan community development and change in sub-center economic func- 
tions. Am. Soc. Rev., Aug. 1957. Pp. 7. 

Scuirrrin, H. Sun Yat-sen’s early land policy. The origin and meaning of “equalization 
of land rights.” Jour. Asian Stud., Aug. 1957. Pp. 16. 

SHastri, C. P. Labor utilization in Indian farming. Jour. Farm Econ., Aug. 1957. Pp. 11. 

Sreser, H. Die Bodenspekulation und ihre Bekiémpfungsmdglichkeiten. Wirtschaft und 
Recht, 1957, IX (2). Pp. 41. 

Spencer, D. L. ano Katxorr, V. China’s land transformation and the USSR model. Land 
Econ., Aug. 1957. Pp. 16. 

Tanc, A. M. Industrial-urban development and agricultural adjustments in the Southern 
Piedmont, 1940-50. Jour. Farm Econ., Aug. 1957. Pp. 19. 

Totrey, G. S. Labor market efficiency for agricultural processing. Jour. Farm Econ., Aug. 
1957. Pp. 19. 

Weser, A. Landwirtschaft und Volkswirtschaft. Schmollers Jahrb., 1957, LXXVII (3). 
Pp. 14. 

Wenot, P. F. Theory of urban land values. Land Econ., Aug. 1957. Pp. 13. 

The balance sheet of agriculture, 1957. Fed. Res. Bull., Aug. 1957. Pp. 9. 


Labor Economics 


Batpamus, W. The relationship between wage and effort. Jour. Indus. Econ., July 1957. 
Pp. 10 

Benrend, H. The effort bargain. Indus. and Lab. Rel. Rev., July 1957. Pp. 13. 

Biays, M. Sui rapporti tra il salario reale dei lavoratori e la durata e la produttivitd del 
lavoro. I, II. Studi Econ., Feb.-Mar., May-Aug. 1957. Pp. 18, 29. 

Brau, P. M. Occupational bias and mobility. Am. Soc. Rev., Aug. 1957. Pp. 8. 

BurtLe, J. Automation, the guaranteed wage and hours of work. Internat. Lab. Rev., 
June 1957. Pp. 19. 

Carr, C. E. ano Durty, N. F. Recruitment in an Australian labor market. Indus. Lab. 
Rel. Rev., July 1957. Pp. 9. 

Cuacén, G. B. Grandeza, crisis y renacimiento del laboralismo alemdn. Rev. Facultad de 
Derecho de la Univ. de Madrid, 1957, I (1). Pp. 40. 


Cave, V. D. Employment and residence in major metropolitan areas. Mo. Lab. Rev., 
Aug. 1957. Pp. 6. 
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Diena, L. Sugli aspetti sociali della disoccupazione. (With English summary.) Riv. Inter- 
naz. di Sci. Econ. e Com., Apr. 1957. Pp. 16. 

Fine, S. A. A reexamination of “transferability of skills.” I, 11. Mo. Lab. Rev., July 1957, 
Aug. 1957. Pp. 8, 11. 

GuksmMan, J. G. Soviet labor and the question of productivity. Mo. Lab. Rev., June 1957. 
Pp. 5. 

Jensen, V. H. Dispute settlement in the New York longshore industry. Indus. Lab. Rel. 
Rev., July 1957. Pp. 21. 

Kepoiz, N. R. Labor problems of Pakistan. Jour. Asian Stud., Aug. 1957. Pp. 16. 

Kumar, D. The transfer of surplus labour from the rural sector. Indian Econ. Jour., Apr 
1957. Pp. 16 

Lorwin, L. L., Batowin, G. B., FLanpers, A., Davison, R. B. AND oTHeERS. Current 
issues in international labor relations. (17 articles: 4 on international activities, 4 on 
new problems in labor relations, 4 on wage policies and wage movements, 5 on labor 
problems in some underdeveloped countries.) Annals Am. Acad. Pol. Soc. Sci., Mar. 
1957. Pp. 181. 

Marcuat, J. ano Lecattion, J. Les disparités de salaires entre branches et le comporte- 
ment des salariés. Rev. Fcon., May 1957. Pp. 18. 

McCarrree, K. M. Bargaining in the metal trades in the Northwest. Mo. Lab. Rev., July 
1957. Pp. 6. 

—-———. Collective bargaining in atomic-energy construction. Jour. Pol. Econ., Aug. 1957. 
Pp. 16 

Merman, S., Carveraro, A., Suripis, J. Selective studies in alternative man-hour costs. 
Jour. Indus. Econ., July 1957. Pp. 14. 

Pervorry, H. S. Interrelations of state income and industrial structure. Rev. Econ. Stat., 
May 1957. Pp. 10 

Ramesn, Mis. M. S. Harvey Patti—a model labour colony in South India. Indian Jour 
Fcon., Jan. 1957. Pp. 4. 

Roserts, B. C. National wage policy in the Netherlands. Economica, Aug. 1957. Pp. 14. 

Saks, J. I. Labor implications of peaceful uses of atomic energy. Mo. Lab. Rev., Aug. 
1957. Pp. 11 

Skainvo, T. Manpower planning in Norway. Internat. Lab. Rev., Aug. 1957. Pp. 15 

Wacker, K. F. Arbitration in a new key. Econ. Record, Apr. 1957. Pp. 12. 

Zawoony, J. K. Grievance procedures in Soviet factories. Indus. Lab. Rel. Rev., July 
1957. Pp. 22. 

Arbitration of discharges and the reinstated worker. Two articles by A. M. Ross and J. F. 
Hotty. Mo. Lab. Rev., June 1957. Pp. 12. 

Obstacles to labour mobility and social problems of resettlement: a survey by the European 
Coal and Steel Community. Internat. Lab. Rev., July 1957. Pp. 12. 

Los salarios durante los tltimos veinte aios. Moneda y Crédito, Mar. 1957. Pp. 12 


Population; Welfare Programs; Standards of Living 


Bastos pe Avita, F., s.j. The future of immigration to South America. Internat. Lab. Rev., 
July 1957. Pp. 17. 

Mortara, G. Alcuni effetti economici della diminuzione della mortalita. L’industria, Apr.- 
June 1957. Pp. 7. 

-—~, Alcuni riflessi economici della diminuzione della mortalitd in Italia. Giorn. d. 

Econ., Mar.-Apr. 1957, Pp. 14. 

Quenset, C.-E. Tendencies in Swedish population development. Skandinav. Bank. Quart 
Rev., July 1957. Pp. 7. 

Roy, J. Population control in the rural sector. Indian Jour. Econ., Jan. 1957. Pp. 8. 
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Sein, M. The development of social security in Burma, 1954-57. Internat. Lab. Rev., July 


1957. Pp. 14. 
Szutc, S. Demographic problems of Poland. Internat. Soc. Sci. Bull., 1957, IX (2). Pp. 9. 


VAN DER VEN, J. J. M. Rechtswege zur sozialen Sicherheit. Zeitschr. f. die ges. Staatswiss., 
1957, CXIII (3). Pp. 16. 


Related Disciplines 


Gaes, K. Discriminant functions of socio-economic class. Applied Stat., June 1957. Pp. 10. 
Hansen, B. The Swedish National Institute of Economic Research. Skandinay. Bank 
Quart. Rev., July 1957. Pp. 5. 
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NOTES 


Members who wish to make suggestions for officers of the American Economic Associa- 
tion for 1958-59 are invited to place names with James Washington Bell, secretary of the 
Association, for transmission to the Nominating Committee when appointed by the incoming 
President. 


ANNOUNCEMENTS 


The next closing date for receipt of proposals in the Social Science Research Program 
of the National Science Foundation is February 1, 1958. Proposals received by that date 
will be evaluated in the spring and grants will be approved in time for work to begin in 
the summer or fall of 1958. Inquiries about the program should be addressed to National 
Science Foundation, Washington 25, D.C 

The Advancement and Placement Institute has announced the publication of their first 
annual World-Wide Graduate Award Directory. This guide is devoted entirely to advanced 
graduate opportunities available to educators and scholars in the United States and pro- 
vides a central reference source of graduate awards. Copies of the publication will be in 
college and public libraries or may be ordered from the Institute, Box 99E, Greenpoint 
Station, Brooklyn 22, N.Y., at $2.00 a copy. 

The problems of furthering research in Marxism and Leninism on an international basis 
were the subject of a recent conference of scholars from European countries and the United 
States. The meeting, which was held in Amsterdam from August 1 to August 3, 1957, 
continued discussions that had begun in January of this year in Berlin. The conclusion 
reached in these discussions was that there is a need for intensifying objective scientific 
research activities in the field of Marxism and Leninism. 


Deaths 


Harry P. Bell, professor of economics at Dartmouth College, died March 31, 1957. 
Sir Arthur Bowley died January 1957. 
Eph A. Karelsen, of New York City, died May 1956 


William C. Kessler, head of the economics department of Colgate University, died August 
30, 1957. 


C. A. Kulp, dean of the Wharton School, University of Pennsylvania, died August 20, 
1957 


Hazel Kyrk, professor emeritus of the University of Chicago, died August 8, 1957. 
Maurice E. Moore, of Chicago, Illinois, died April 1, 1956. 

Raymond B. Pinchbeck, of the University of Richmond, died February 4, 1557. 
Arthur Spiethoff, of Tiibingen, Germany, died April 4, 1957. 

Norman Stocker, of Detroit, Michigan, died January 27, 1957. 

Irving Tenner, of Chicago, Illinois, died December 25, 1956. 

Adolph Ullman, of Cambridge, Massachusetts, died January 1, 1957. 


Appointments and Reservations 


Doris G. Adams has been appointed assistant professor of economics at the Pennsyl- 
vania State University ‘ 

Walter Adams has been reassigned to the Institute of Research on Overseas Programs, 
Michigan State University, for the current academic year. 
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Warren G. Adams has returned from teaching in Iraq to serve as assistant professor of 
economics at Swarthmore College. 

Henry H. Albers, formerly of Iowa State College, has been appointed associate pro- 
fessor of management at the State University of Iowa. 

Arthur J. Altmeyer, formerly U.S. Commissioner of Social Security, has been appointed 
lecturer in economics and social work at the University of Wisconsin for the current 
semester. 

Carl T. Arlt is on leave from Oberlin College to spend the current year with the Divi- 
sion of Research and Statistics, Federal Reserve Board, in Washington. 

J. L. Athearn, formerly of Ohio State University, has been appointed associate professor 
of insurance at the University of Florida. 

Sanford L. Bacon, Jr. has been promoted to assistant professor of accounting in the 
Wharton School, University of Pennsylvania. 

Nicholas Balabkins has been appointed assistant professor of economics at Washington 
and Jefferson College. 

Robert E. Baldwin has been appointed associate professor in the department of economics, 
University of California, Los Angeles. 

Marto Ballesteros has been appointed instructor in economics at the University of 
Chicago. 

Warren E. Banks has been appointed instructor in the College of Business Administration, 
University of Arkansas. 

Arnold L. Barrett, formerly of King College, has been appointed associate professor of 
economics in the School of Commerce and Business Administration, University of Alabama. 

John F. Barron has been appointed assistant professor of economics at the University 
of California, Los Angeles. 

Carlisle W. Baskin has been promoted to professor of economics, and appointed chair- 
man of the department of economics, at Randolph-Macon College. 

William R. Beaton, formerly of Ohio State University, has been appointed assistant 
professor of economics at the University of Georgia. 

Mary Beeler, of Louisiana State University, has accepted a position with Dow Chemica] 
Corporation, Baton Rouge, Louisiana. 

J. F. Bell has been appointed chairman of the department of economics at the University 
of Llinois, succeeding H. K. Allen, who has returned to teaching and research. 

Robert W. Bell has been appointed assistant professor of marketing in the College of 
Business Administration, University of Arkansas. 

Arthur Benjamin, of New York University, has been appointed instructor in economics 
at Lehigh University. 

Bernard Berelson has been appointed professor of behavioral sciences in the School of 
Business and in the Division of Social Sciences, University of Chicago. 

Rexer Berndt has resigned from Kalamazoo College to accept a position as associate 
professor of economics at Arizona State College, Flagstaff. 

Edwin Bishop has been appointed instructor in economics at Georgetown University. 

James H. Blackman is on leave for the academic year from the University of South 
Carolina, to direct a study on the Soviet economy at the University of North Carolina 
under the auspices of the U.S. Air Force. 

William T. Blaine, Jr. has been appointed instructor in insurance at the Wharton School, 
University of Pennsylvania. 

Ronald Bodkin has been appointed instructor in economics at the Wharton School, 
University of Pennsylvania. 

Joseph M. Bonin has been appointed instructor in economics at Louisiana State Uni- 
versity. 


ie 
“Teh 
| 
3 
an 
“4 
th 
i 


z 


1122 THE AMERICAN ECONOMIC REVIEW 


Philip J. Bourque, formerly of Lehigh University, has accepted an appointment as 
associate professor in the College of Business Administration, University of Washington. 

Raymond T. Bowman, formerly of the University of Pennsylvania, has been appointed 
professorial lecturer in the department of economics, Georgetown University. 

Joseph F. Bradley has been promoted to professor of finance at the Pennsylvania State 
University. 

J. Herman Brasseaux has been appointed instructor in accounting at Louisiana State 
University. 

William L. Breit has been appointed instructor in economics at Michigan State Uni- 
versity. 

Dale G. Brickner, formerly of Cornell University, has been appointed lecturer in eco- 
nomics at Indiana University. 

Andrew Brimmer has been appointed lecturer at The City College, New York City. 

Edward L. Brink has been promoted to associate professor of marketing at the Wharton 
School, University of Pennsylvania. 

Anthony J. Bryski, on leave from the Pennsylvania Department of Labor and Industry, 
is assistant professor of economics at Lehigh University. 

Louis F. Buckley has been transferred to the Boston Regional Office of the U.S. De- 
partment of Labor, where he is serving as deputy regional director for the New England 
states. 

Harvey C. Bunke has been promoted to associate professor in the College of Commerce, 
State University of Iowa. 

Arthur E. Burns has resigned as dean of the School of Government, and has been ap- 
pointed dean of the Graduate Council, George Washington University. 

D. R. Burrus, formerly of the General Electric Company, is manager of marketing re- 
search at Texas Instruments, Dallas, Texas. 

J. D. Butterworth has been appointed interim head of the department of marketing of 
the College of Business Administration, University of Florida. 

Gilbert R. Bythewood has been appointed assistant professor at the University of 
Houston. 

James E.. Caldwell has been appointed instructor in business administration at Louisiana 
State University. 

Rondo E. Cameron has been promoted to associate professor of economics and history 
at the University of Wisconsin. 

Vincent Cangelosi has been promoted to assistant professor of general business in the 
College of Business Administration, University of Arkansas. 

Philan D. Capen has been appointed instructor, geography and industry department, 
Wharton School, University of Pennsylvania. 

T. G. Carpenter has been appointed instructor in economics at the University of Florida 


Troy J. Cauley is on leave from Indiana University this year to accept a visiting pro- 
fessorship of economics at the University of Texas. 


K. C. Chacko, economist for the Consulate General of India in New York, is also 
teaching at The City College. 

Lester Chandler has been appointed lecturer in finance at the Wharton School, Uni- 
versity of Pennsylvania 

Pik Chau has been appointed assistant professor of economics and business administra- 
tion at the University of Chattanooga. 

Walter A. Chudson, of the United Nations Bureau of Economic Affairs, is on a temporary 
mission as economic adviser to the U.N. Advisory Council for the Trust Territory of 
Somaliland under Italian Administration. 

Eugene Clark, formerly of Ohio Wesleyan University, has been appointed dean of the 
School of Economics and Business at the State College of Washington 


3 
fe 
ve 
“ 
q 
we 
ae a 
Tet 


NOTES 1123 


Jere Clark has been promoted to associate professor of economics at the University of 
Chattanooga. 

Paul G. Clark has been granted a two-year leave of absence from Williams College to 
accept a tempcrary position with the economics division of the RAND Corporation, Santa 
Monica, Califoraia. 

Sherrill Cleland has been named chairman of the department of economics and business 
administration ani has been promoted to associate professor at Kalamazoo College. 

Edwin K. Clickner has been appointed assistant professor of economics at Presbyterian 
College, Clinton, South Carolina. 

R. S. Cline has been appointed assistant dean of the College of Business Administration, 
University of Florida. 

Robert W. Clower, of the State College of Washington, has been appointed associate 
professor of economics a! Northwestern University. 

Harry E. Coggshall hes been appointed instructor in finance at the Wharton School, 
University of Pennsylvania 

Jerome B. Cohen has been named assistant dean in charge of graduate studies at The 
City College, New York City 

John R. Coleman is assistant head of the department of economics at Carnegie Institute 
of Technology. 

Robert Collier has been promoted to associate professor of economics at Occidental 
College. 

Carolyn C. Comings has been wppointed research instructor in the Industrial Research 
Unit, Wharton School, University of Pennsylvania. 

Mary Conlon has been appointed lecturer at The City College, New York City. 

John Cornwall has been appointed instructor in economics at Tufts University. 

Kenneth D. Courtney has been aj pointed assistant professor of marketing at Los 
Angeles State College. 

Dudley J. Cowden, of the University cf North Carolina, has received a Kenan leave of 
absence for the spring semester to lecture at the University of London. 

John F. Cox II has been appointed instructor in accounting at the Wharten School, 
University of Pennsylvania. 

Jean Crockett has been promoted to assistant professor of finance at the Wharton 
School, University of Pennsylvania. 

Howard A. Cutler has been appointed coordinator of the general education program at 
the Pennsylvania State University. 

Richard M. Cyert is assistant head of the department of industrial management, Car- 
negie Institute of Technology. 

Robert L. Darcy has been appointed assistant professor of economics at Oregon State 
College. 

John L. Davidson has been appointed instructor in business administration at Louisiana 
State University. 

Kingsley Davis, Director of the International Urban Research Office, University of 
California, has been elected President of the American Sociological Society for 1959. 

Carl Dennler, Jr., formerly at the University of Maine, has been appointed assistant pro 
fessor of accounting at West Virginia University. 

Thomas Dernberg has been appointed assistant professor of economics at Purdue Uni- 
versity. 

Frank T. de Vyver, recently returned from a Fulbright lectureship in Australia, has been 
named chairman of the department of economics and business administration at Duke 
University. 

Robert L. Dickens has been promoted to associate professor of accounting in the depart 
ment of economics and business administration, Duke University 
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Oliver D. Dickerson has resigned as associate professor of insurance at the Wharton 
School, University of Pennsylvania. 

William P. Dillingham has been promoted to professor of economics at Florida State 
University. 

Sergei Dobrovolsky, formerly of Wayne State University, has accepted a position as 
professor and chairman of the department of economics at Rensselaer Polytechnic Institute. 

James ©. G. Drake has been appointed instructor in finance at the Wharton School, 
University of Pennsylvania 

James A. Drayton has been appointed lecturer at The City College, New York City. 

Robert R. Edminster has been appointed lecturer in economics, University of California, 
Berkeley. 

Leo M. Egand, formerly of Voorhees, Walker, Smith and Smith, has joined the perma- 
nent staff of the Cleveland Metropolitan Services Commission. 

Philip Elkin, of the University of Pennsylvania, has been appointed assistant professor 
of economics in the School of Business and Public Administration, Temple University. 

Hugh R. Elliott, formerly of the University of Chicago, has been appointed instructor 
in economics at Wayne State University. 

Bert E. Elwert has been appointed administrative assistant to the director, Bureau of 
Business Research, and faculty lecturer in business administration, School of Business, 
Indiana University. 

Emerson C. Erb, Jr. has been appointed faculty lecturer in accounting, Schoo] of Busi- 
ness, Indiana University. 

Joseph R. Ewers has been appointed faculty lecturer in business administration, School 
of Business, Indiana University. 

Grant N. Farr has been promoted to associate professor of economics, and has been 
elected to a 3-year term as chairman of the department, University of Colorado. 

Alvin F. Farrar has been appointed instructor in economics at the Wharton School, 
University of Pennsylvania. 

Martin T. Farris, formerly of Ohio State University, has been appointed assistant pro- 
fessor of economics and transportation at Arizona State College at Tempe. 

Edward Fei has accepted a post with the Harvard-Pakistan Planning Board Project, 
and is now serving as economic advisor to the government of East Pakistan 

William J. Fellner of Yale University has been appointed to the Irving Fisher Research 
Professorship in Economics for 1957-58, and is spending the year at Cambridge University. 

Eberhard Fels has been reappointed visiting assistant professor for the current academic 
year in the department of economics, University of California, Berkeley. 

W. J. Feuerlein has accepted a position with the Ralph M. Parsons Company of Los 
Angeles as consulting economist on a project in Pakistan. 

Paul Fisher has been appointed lecturer in labor and industrial relations at Georgetown 
University. 

Waldo E. Fisher has been appointed professor emeritus of industry at the Wharton 
School, University of Pennsylvania. 

Leslie Fishman has been appointed assistant professor of economics at the University of 
Colorado. 

Lyle C. Fitch is on leave from the Institute of Public Administration to serve as First 
Deputy City Administrator of New York City. 

E. I. Fjeld of The City College, New York City, is visiting professor of accounting 
at Los Angeles State College during the current academic year. 

Edwin B. Flippo, formerly of Miami University, has accepted a position as associate 
professor of management at Los Angeles State College. 

William A. Forbes has been appointed instructor in economics at the School of Busi- 
ness and Public Administration, Temple University. 
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James W. Ford, of Vanderbilt University, has been appointed associate professor of 
economics at Ohio State University. 

Lawrence E. Fouraker has been promoted to professor of economics at the Pennsylvania 
State University 

Harold G. Fraine, University of Wisconsin, is a member of the Wisconsin group helping to 
develop work in economics at the University of Gadjah Mada, Djogjakarta, Indonesia. 

Andrew G. Frank has been appointed iecturer in economics at Michigan State University. 

Arthur Freedman has been appointed lecturer in finance at the Wharton School, Uni- 
versity of Pennsylvania. 

Cedric V. Fricke has been appointed instructor in economics at Wayne State University. 

Edward E. Furash has been appointed instructor in the department of marketing and 
foreign commerce, Wharton School, University of Pennsylvania. 

Paul Garfield, formerly of Miami University, is now employed by Foster Associates, 
public utility consultants, Washington, D.C. 

Morris E. Garnsey is at Harvard University on a Ford Foundation research fellowship. 
He recently served as special consultant to the Governor of Colorado in forming policy 
for the newly created Department of Natural Resources. 

Leonard J. Garrett has been appointed research instructor in industry at the Wharton 
School, University of Pennsylvania. 

Roth Gatewood has been appointed instructor in business administration in the School 
of Business, University of Kansas. 

T. W. Gavell, formerly at the University of Wisconsin, has been appointed assistant 
professor of economics at West Virginia University. 

Franz Gehrels, of Indiana University, has been awarded a Fulbright lectureship for 
1957-58 at the University of Mainz. 

A. L. Geisenheimer has retired from the University of South Carolina. 

John M. Gersting has been appointed director of the department of economics and 
trans_ortation, School of Business, Economics, and Government at John Carroll University. 

James Gilbert has been appointed lecturer at The City College, New York City. 

Floyd E. Gillis has been appointed associate professor of economics and industrial man- 
agement at Purdue University. 

Meredith B. Givens, of the New York State Department of Labor, is serving as execu- 
tive director of the New York State Interdepartmental Committee on Low Incomes 

J. B. Glassburner, of the University of California, Davis, is a member of the California 
Field Staff, University of Indonesia, Djakarta. 

Gerald J. Glasser has been promoted to assistant professor of economics at New York 
University. 

Jay Goldfarb has been appointed instructor in statistics at the Wharton School, Uni- 
versity of Pennsylvania. 

Gustavo R. Gonzalez is serving as research economist in the Division of Agricultural 
Economics, Ministry of Agriculture, Commerce and Industries, Republic of Panama 

Charles S. Goodman has been promoted to professor of marketing at the Wharton 
School, University of Pennsylvania. 

Thurston H. Graden has been appointed instructor in economics in the School of Busi- 
ness and Public Administration, Temple University. 

Warren S. Gramm has been promoted to assistant professor of economics and has been 
appointed acting chairman of the department of economics at the University of California, 
Davis. 

William D. Grampp, of the University of Illinois in Chicago, has been appointed visit- 
ing professor of economics for the first semester at the University of Wisconsin 

D. H. Granbois, formerly of the University of Illinois, has been appointed instructor in 
marketing at the University of Florida. 
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David Granick has been appointed assistant professor of economics at Carnegie Institute 
of Technology. 


Melvin L. Greenhut has been appointed professor of economics at Florida State Uni- 
versity. 

Paul M. Gregory has been promoted to professor in the department of economics, School 
of Commerce and Business Administration, University of Alabama. 

John A. Gronouski, formerly of the University of Wisconsin, has been appointed assistant 
professor of economics at Wayne State University. 

Eleanor M. Hadley has been appointed associate professor of economics at Smith College. 

Ivan Hall has been appointed instructor in the College of Business Administration, Uni- 
versity of Arkansas. 

Morris Hamburg has been promoted to associate professor of statistics at the Wharton 
School, University of Pennsylvania. 

Daniel C. Hamilton has been appointed lecturer in economics at the Wharton Scheol, 
University of Pennsylvania. 

Arthur W. Hanson has retired from the faculty of the Harvard Business School, and is 
engaged in private business in Boston. 

John S. Harlow has been appointed assistant professor in the College of Commerce, 
State University of Iowa. 

James Harrington, Jr., formerly of Southern Methodist University, has been appointed 
assistant professor, College of Business Administration, University of Georgia. 

C. Lowell Harriss is serving as consultant on state taxation to the Temporary State Com- 
mission on the Constitutional Convention, State of New York. 

Joseph R. Hartley has been appointed assistant professor of transportation, School of 
Business, Indiana University. 

Rasool M. H. Hashimi has been appointed lecturer in economics at Michigan State 
University. 

Father Gerard Hebert is teaching courses in labor economics at McGill University. 

Harold J. Heck, on leave from Tulane University, is serving as commercial attaché at 
the American Embassy in Paris. 

Bruce C. Hemer has been appointed instructor in insurance at the Wharton School, Uni- 
versity of Pennsylvania. 

William M. Hench has been promoted to professor of economics at the Pennsylvania 
State University. 


John P. Henderson, on leave from the University of Pittsburgh, is visiting associate 
professor in the Bureau of Economic and Business Research, University of Illinois. He is 
also executive editor of Current Economic Comment, published by the Bureau. 


John S. Henderson has been promoted to the rank of professor in the department of 
economics in the School of Commerce and Business Administration, University of Ala- 
bama 


Edward S. Herman has been promoted to associate professor of economics at the Penn- 
syivania State University. 


O. E. Heskin, who served with the State Department in Egypt for two years, has re- 
turned to the University of Florida as professor of economics. 


Forest G. Hill has resigned from the University of California, Berkeley, to accept a 
position as associate professor at the University of Buffalo. 


Seymour Himmelstein has been appointed lecturer at The City College, New York City. 


L. Gregory Hines, of Dartmouth College, has served as economic consultant to the 
United States Public Health Service for the past year. 


Abraham Hirsch is on leave from the College of William and Mary for the current 
academic year to teach economics at Robert College, Istanbul. 
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NOTES 1127 
Stanley C. Hollander kas been promoted to associate professor of marketing at the 
Wharton School, University of Pennsylvania. 

William C. Hollinger has been appointed assistant professor of economics at Williams 
College. 

Oswald Honkal-*“to, formerly of Massachusetts Institute of Technology, is now senior 
research fellow in economics at Carnegie Institute of Techology. 

Calvin B. Hoover has resigned as chairman of the department of economics and business 
administration, Duke University. 

John K. Horner has been appointed lecturer in business and economics at the University 
of Maine. 

Willard Horwich has been appointed assistant professor of accounting at Los Angeles 
State College. 

Wayne E. Howard has been promoted to assistant professor of industry at the Wharton 
School, University of Pennsylvania. 

Willard Howard has been appointed instructor in economics at the University of 
Wyoming. 

John H. Huber, formerly at Syracuse University, is serving as an economic and pro- 
gram analyst with the U.S. Operations Mission (International Cooperation Administration) 
in Phnom Penh, Cambodia. 

J. R. T. Hughes is on leave from Purdue University for the current academic year to 
serve as visiting lecturer in the economics department at Columbia University. 

Fred C. Hung, formerly of Harvard University, has accepted an appointment as acting 
assistant professor of economics at the University of California, Davis. 

John M. Hunter has been named acting head of the department of economics, Michigan 
State University. 

Clyde L. Irwin has been appointed instructor in commerce at the University of Kentucky. 

Frank H. Jackson has beeu appointed assistant professor of economics at Florida State 
University. 

Arthur T. Jacobs, Director of Administration of the Union of American Hebrew Con- 
gregations, has also been appointed Adminisirative Secret 1ry. 

Henry R. Jaenicke has been appointed instructor in accounting at the Wharton School, 
University of Pennsylvania. 

Ralph James has been appointed instructor in the Industrial Relations Section, Massa- 
chusetts Institute of Technology. 

Joel E. Jensen has been appointed instructor in industry at the Wharton School, Uni- 
versity of Pennsylvania. 

David B. Johnson, formerly with the Atomic Energy Commission, has been appointed 
assistant professor of economics at the University of Wisconsin. 

Dudley W. Johnson has been promoted to assistant professor of economics at Lehigh 
University. 

Margaret Johnson has been appointed instructor in the College of Business Administra- 
tion, University of Arkansas. 

William E. Jones is an instructor in accounting in the School of Business Administration, 
University of South Carolina. 

Stanley Kaish has been appointed instructor in marketing and foreign commerce at 
the Wharton School, University of Pennsylvania. 

Benjamin J. Katz has been appointed associate professor of economics at New York 
University. 

Robert A. Kennedy has been appointed assistant professor of finance in the College of 
Business Administration, University of Arkansas. 

Charles C. Killingsworth has resigned as head of the department of economics to become 
director of the Labor and Industrial Relations Center, Michigan State University. 
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Robert L. King, formerly of Michigan State University, is assistant professor of market- 
ing in the School of Business Administration, University of South Carolina. 

Robert K. Kinsey, formerly of Columbia University, has been appointed instructor in 
the department of economics, Rutgers University. 

Himy B. Kirshen, formerly of the University of Maine, has been appointed dean of 
the School of Business Administration at the University of Massachusetts 

Philip A.-Klein, on leave from the Pennsylvania State University, is with the National 
Bureau of Economic Research. 

Sidney Klein, formerly of Columbia University, has been appointed assistant professor 
in the department of economics, Rutgers University 

Frank H. Knight, of the University of Chicago, will be the inaugural visiting scholar at 
the ‘Thomas Jefferson Center for Political Economy, University of Virginia, from January 
through June 1958 

Ernest Kohn has been appointed lecturer at The City College, New York City. 

Richard F. Kosobud has been appointed instructor in economics at the Wharton School, 
University of Pennsylvania. 

Walter Krause, of the Internationa] Cooperation Administration in Washington, was a 
member of the U. S. Delegation to the Colombo Plan Conference, held in Saigon, Viet Nam, 
in October 

Juanita M. Kreps has been appointed visiting assistant professor of economics in the 
department of economies and business administration, Duke University. 

Theodore J. Kreps, professor in the Graduate School of Business, Stanford University, 
was awarded an honorary degree of Doctor of Laws by the University of Colorado on 
August 24, 1957. 


Joseph Krol has been appointed professor of industrial engineering at Georgia Institute 
of Technology. 


Ethel Kroopnick has been appointed instructor in economics at Wayne ‘tate University. 


Sherman Krupp has been appointed instructor in economics at the University of Pitts- 
burgh 


Robert Kvam has accepted a position as assistant professor of accounting at Michigan 
State University. 


Paul G. LaGrone has been appointed associate professor of accounting in the College of 
Business Administration, University of Arkansas. 


Harry H. Landreth, Jr., has been appointed instructor in economics at Miami University, 
Oxford, Ohio 

Raymond R. Lauer is on the staff of Mt. St. Mary’s College, Emmitsburg, Maryland. 

Hugh E. Law is instructor in economics at California State Polytechnic College, San 
Luis Obispo. 

Preston P. LeBreton, formerly of the University of Detroit, has been appointed associate 
professor and head of the department of management and marketing at Louisiana State 
University 


Stewart Lee has been appointed chairman of the department of economics and business 
administration, Geneva College. 


George Leibowitz has been appointed instructor in accounting in the Wharton School, 
University of Pennsylvania. 


Jack Leonard has been appointed assistant professor of business administration at the 
University of Arizona. 


Paul H. Levenson has been appointed assistant professor of business administration at 
Clark University 


Richard K, Lewis has been appointed research associate in the School of Business, 
University of Kansas. 
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Richard Lindhe has been appointed instructor in accounting, Schoo! of Business, Uni- 
versity of Chicago. 

Robert Lindsay, on leave from the Federal Reserve Bank of New York for the current 
academic year, is visiting associate professor of banking at New York University. 

Samuel M. Loescher, of Indiana University, has a Fulbright lectureship for 1957-58 at 
the Norwegian School of Business, Bergen, Norway. 

Victor M. Longstreet has resigned from the Federal Reserve Bank of St. Louis to 
become head of the management research department, Schering Corporation, Bloomfield, 
N.J. 

John R. Lowry has been appointed instructor in marketing and advertising in the 
School of Business Administration, University of Pittsburgh. 

Henry Ludmer has been appointed professor of business administration at Roosevelt 
University, Chicago. 

Robert Lyon has been appointed assistant professor of economics in the School of 
Business and Public Administration, Temple University. 

David MacEachron has been appointed lecturer at The City College, New York City. 

Owen J. Mahon has been appointed instructor in accounting in the Wharton School, 
University of Pennsylvania. 

Lawrence F. Miasfield has been appointed assistant professor of economics at Florida 
State University. 

F. Ray Marshall has been appointed associate professor of economics at Louisiana 
State University. 

Daniel Marx, Jr., has returned to Dartmouth College as chairman of the department of 
economics after having served a year as a senior staff member of the President's Council 
of Economic Advisers. 

B. E. Matecki has returned to Lynchburg College after being at the Center for Research 
on World Political Institutions, Princeton University. 

C. A. Matthews has been appointed interim head of the department of finance and 
insurance, College of Business Administration, University of Florida. 

John M. Mattila has been promoted from assistant professor to associate professor of 
economics at Wayne State University. 

Joseph Mayer has retired from the chairmanship of the department of economics at 
Miami University, Oxford, Ohio. 

Joseph L. McAuliff has been appointed instructor in the College of Business Administra- 
tion, University of Arkansas. 

John McCalley, formerly with the Federal Reserve Bank of New York, has been 
appointed lecturer at The City College, New York City. 

Elzy V. McCollough has been promoted to associate professor of accounting at Louisiana 
State University. 

Stephen L. McDonald, formerly with the Humble Oil and Refining Company, has been 
appointed associate professor and head of the department of finance at Louisiana State 
University. 

Duncan M. McDougall has been appointed assistant professor of economics at Purdue 
University. 

John S. McGee has been appointed associate professor of government and business 
School of Business, University of Chicago. 

William J. McKinstry has been appointed assistant professor of economics at Miami 
University, Oxford, Ohio. 

Frank C. McLaughlin, Jr., has been appointed instructor in finance in the Wharton 
School, University of Pennsylvania. 

William McLaughlin has been appointed instructor in the College of Business Adminis- 
tration, University of Arkansas. 
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David C. McMurtry has been appointed assistant professor at the University of Ken- 
tucky. 

Paul Medow, of Columbia University, has been appointed instructor in the department 
of economics, College of Arts and Sciences, Rutgers University. 

Alexander Melamid has been appointed associate professor at New York University. He 
is also visiting professor in the Graduate Faculty of the New School for Social Research. 

David C. Melnicoff has been appointed lecturer in finance at the Wharton School, 
University of Pennsylvania. 

Allan Meltzer, formerly of the University of Pennsylvania, is now assistant professor 
of economics at Carnegie Institute of Technology. 

H. Lawrence Miller, Jr., has been appointed assistant professor in the department of 
economics, University of California, Los Angeles. 

Reuben Miller, of Ohio State University, is acting assistant professor of economics at 
Oberlin College for the current academic year. 

Michael S. Mirski has been appointed general economist in the economic studies branch, 
Division of Program Analysis, Social Security Administration. 

C. Clyde Mitchell has resigned from the University of Nebraska to join the staff of 
Technical Assistance Experts of the Food and Agriculture Organization. His present assign- 
ment is to assist the Ministry of Economics of Mexico on national and regional economic 
planning. 

William G. Modrow has been appointed assistant professor in the department of eco- 
nomics, Texas A. and M. College. 

Albert Mossawir has been appointed instructor in economics at Wesleyan University. 

David C. Motter has been appointed lecturer in economics in the Wharton School, 
University of Pennsylvania. 

Roland T. Mullins has been appetatet instructor in the College of Business Administra- 
tion, University of Arkansas. 

Francis Murans has been appointed instructor in economics at Loyola University, 
Chicago, Illinois. 

J. Carter Murphy has been promoted to associate professor of economics at Washington 
University. 

John J. Murphy has been appointed assistant professor of economics in the Catholic 
University of America. 

Mary E. Murphy has been promoted to associate professor of accounting at Los 
Angeles State College 

Donald S. Murray has been promoted to professor of statistics in the Wharton School, 
University of Pennsylvania. 

John Muth, formerly of the University of Chicago, is now senior research fellow in 
economics at Carnegie Institute of Technology 

Charles G. Myers has been appointed assistant director, Bureau of Personnel Relations 
and Placement ard faculty lecturer in management in the School of Business, Indiana 
University. 

John G. Myers is a member of the staff of the New York State Interdepartmental 
Committee on Low incomes. 

James I, Nakamura has beer appointed lecturer at The City College, New York City. 

Erwin E. Nemmers, formerly of the University of Wisconsin, has been appointed associ- 
ate professor of business administration at Northwestern University. 

Mabel Newcomer retired from the department of economics, Vassar College, in June 1957. 

Monroe Newman has been promoted to associate professor of economics at the Penn- 
sylvania State University. 

R. W. Niemela, formerly of Massachusetts Institute of Technology, has been appointed 
assistant professor of management, University of Florida. 
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NOTES 1131 
Winston Oberg is associate professor of business in the College of Business and Public 
Service, Michigan State University. 

John L. O'Donnell has been appointed acting director of the Bureau of Business and 
Economic Research, Michigan State University. 

Paul G. O'Leary has been appointed instructor in finance in the Wharton School, Uni- 
versity of Pennsylvania. 

Russell Olson, who has been participating in the Ohio State University program in 
India, will remain for two years. He will be in charge of the group helping to establish 
agricultural colleges in northern India. 

James R. Omps has been appointed instructor in accounting in the School of Business 
Administration, University of Pittsburgh. 

Earle W. Orr has resigned from Purdue University to accept a position in the Trans- 
portation Research Center, Northwestern University. 

Thomas J. Orsagh, of the University of Pennsylvania, has been appointed instructor 
in statistics at Lehigh University. 

Wyn F. Owen has been appointed associate professor of economics, University of 
Colorado. 

Robert W. Ozanne has been promoted from assistant professor to associate professor of 
economics at the University of Wisconsin. 

Thomas H. Park has been appointed instructor in economics at Vanderbilt University. 

Russel] C. Parker has been appointed instructor in economics at Michigan State Uni 
versity. 

Burke A. Parsons, on leave from Texas College of Arts and Industries, is lecturer in 
economics at the University of Texas in the current academic year 

Robert D. Pashek has been promoted to associate professor of transportation at the 
Pennsylvania State University. 

Robert W. Paterson, of the University of South Carolina, has been selected staff study 
director of the South Carolina legislature's corporate income tax study committee 

Samuel H. Patterson has been named professor emeritus of economics, Wharton 
School, University of Pennsylvania. 

Peter Payne has been appointed visiting lecturer at the Johns Hopkins University for 
the February 1958 term. fs 

Guy Peden has been appointed instructor in the College of Business Administration, 
University of Arkansas. 

Adam A. Pepelasis has resigned from the University of Buffalo to accept an appointment 
as assistant professor of economics at the University of Calife-nia, Davis. 

Frank C. Pierson is on leave of absence from Swarthmore College to conduct a study 
of business education for the Carnegie Corporation. 


Robert E. Pierson has been appointed assistant professor of economics at Purdue Uni 
versity. 


I. James Pik] has been appointed instructor in economics at Vanderbilt University. 


Howard S. Piquet, of the Legislative Reference Service of the Library of Congress, is 
visiting professor at the University of Washington in the autumn quarter. 


Murray E. Polakoff has been promoted from assistant professor to associate professor of 
economics at the University of Texas. 


Michael V. Posner, formerly of the Oxford Institute of Statistics, is visiting lecturer in 
economics at Wesleyan University. 


Olin S. Pugh, of the University of South Carolina, has been named assistant staff 
director of the South Carolina legislature’s corporate income tax study committee. 


Doris Pullman has been appointed instructor at The City College, New York City. 
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Roy Radner has been appointed acting associate professor of economics and statistics in 


the department of economics, University of California, Berkeley. 


Chester Rapkin has been appointed associate professor of finance in the Wharton School, 
University of Pennsylvania. 

J. C. Ray is assistant professor of accounting at Los Angeles State College. 

John F. Reinboth, formerly of Northwestern University, has been appointed associate 
professor of business statistics at Long Beach State College. 

Jess L. Rhodes has been appointed instructor in the College of Business Administration, 
University of Arkansas. 

J. Henry Richardson, professor of industrial relations at the University of Leeds, 
England, is a visiting professor in the Industrial and Labor Relations School, Cornell 
University. 

Clara Robb has been appointed instructor in the College of Business Administration, 
University of Arkansas. 

Robert A. Robertson has been appointed assistant professor of economics in the College 
of Business Administration, University of Arkansas. 

D. M. Robinson has been appointed assistant professor of management in the College of 
Business Administration, University of Arkansas. 

Sam Rosen has been appointed associate professor of economics at the University of 
New Hampshire. 

Nathan Rosenberg has been appointed assistant professor of economics in the Wharton 
School, University of Pennsylvania. 

David F. Ross has been appointed associate professor of economics at Florida State 
University. 

Lawrence I. Ross has been appointed instructor in industry in the Wharton School, 
University of Pennsylvania. 

Melvin Rothbaum has been appointed assistant professor in the department of economics, 
University of California, Los Angeles. 

Seymour Sacks, formeriy of the University of Vermont, is economist-in-charge, Cleve- 
land Metropolitan Services Commission. 

George G. Sause has been appointed acting head of the economics department of Lafay- 
ette College 

Lloyd Saville has been promoted to professor of economics and named director of 
undergraduate studies in the department of economics and business administration, Duke 
University 

Eldon L. Schafer has been appointed instructor in business organization and manage- 
ment in the College of Business Administration, University of Nebraska 

Eric Schenker has been appointed lecturer in’ economics at Michigan State University. 

Joseph Scherer has been appointed lecturer at The City College, New York City. 

James R. Schlesinger has been on leave from the University of Virginia during the fall 
semester to lecture at the Naval War College. 

Wilson E. Schmidt has been promoted to associate professor of economics at the 
George Washington University. 

Martin Schnitzer has been promoted to assistant professor of economics in the College of 
Business Administration, University of Arkansas. 

Karl W. H. Scholz has been appointed professor emeritus of economics, Wharton School, 
University of Pennsylvania. 

Tibor Scitovsky has been appointed visiting research professor for the spring 1958 term 
and professor of economics beginning July 1958, at the University of California. 

Martin Segal has been appointed assistant professor of economics at Williams College. 

Celestino Segni has been appointed fellow-by-courtesy at the Johns Hopkins University 
for the current academic year. 
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Lawrence Senesh has been appointed professor of economic education in the economics 
department, Purdue University. 

Carol W. Shaffer has been appointed instructor in economics at Michigan State Uni- 
versity. 

Milton Shapiro has been appointed analyst in the market research department of Ameri- 
can Electronics, Inc., Los Angeles, California. 

Robert P. Sharkey has been appointed assistant professor of economics at the University 
of South Carolina. 


Robert P. Shay has been appointed head of the department of business, economics and . 


sociology at the University of Maine and has been promoted to the rank of professor of 
economics. 

Richard B. Sheridan has been promoted from assistant professor to associate professor of 
economics at the University of Kansas. 

Tadeusz A. Siedlik has been appointed assistant professor of business and economics at 
the University of Maine. 

Sidney I. Simon has been promoted to associate professor of economics at Rutgers 
University. 

Barbara Simpson has been reappointed acting instructor in economics at the College of 
William and Mary for the current academic year. 

G. R. Sims, formerly associated with Chandler & Rudd Co., Cleveland, Ohio, has been 
appointed assistant professor of marketing, University of Florida. 

Jack W. Skeels has been appointed assistant professor in the department of economics, 
Michigan State University. 

Edmund A. Smith has been appointed dean of the College of Business Administration, 
University of Portland, Oregon. 

R. Elberton Smith, of the Office of Military History, U. S. Army, has accepted an 
appointment as visiting professor of economics for 1957-58 at Indiana University. 

H. Wayne Snider has been appointed assistant professor of insurance in the Wharton 
School, University of Pennsylvania. 

Eleanor M. Snyder, recently of the Bureau of Labor Statistics, is now a member of the 
staff of the New York State Interdepartmental Committee on Low Incomes. 


Gerald G. Somers, formerly of the University of West Virginia, has been appointed 
associate professor of economics at the University of Wisconsin. 

Julius H. Spalding has been promoted from instructor to assistant professor of eco 
nomics in the School of Commerce, New York University. 

Daniel L. Spencer has resigned from the American University to accept an appointment 
as associate professor of economics at Southern Illinois University 

Charles E. Staley has been promoted from instructor to assistant professor of economics 
at the University of Kansas. 

W. J. Stankiewicz, formerly of the Department of Economics, Government of Ontario, 
has been appointed assistant professor in the department of economics and political science, 
University of British Columbia. 


Harry Stark, of the University of Miami, has been on a Fulbright assignment in Argen- 
tina in the past summer and fall. 


Elroy J. Steele has been appointed assistant professor of economics at Washburn Uni- 
versity, Topeka, Kansas. 


Irwin Stelzer has been appointed lecturer at The City College, New York City. 


R. R. Sterling, formerly of the University of Denver, has been appointed instructor in 
accounting at the University of Florida. 


William R. Stevenson has been appointed instructor in the marketing and foreign com- 
merce department of the Wharton School, University of Pennsylvania 
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Marion Stever has been appointed instructor in economics at Hobart College. 

Jacob Stockfisch, formerly of the University of Wisconsin and recently with the RAND 
Corporation, has been appointed associate professor in the department of business adminis- 
tration, University of California, Los Angeles. 

Frederic Stuart has been appointed lecturer at The City College, New York City. 

Joseph Sulkowski has retired from teaching at the Catholic University of America, 
where he was associate professor of economics. 

Edward Sussna has resigned from Lehigh University to accept an appointment as 
assistant professor in the department of industry, School of Business Administration, 
Pittsburgh University. 

Eugene L. Swearingen has been appointed dean of the Division of Business, Oklahoma 
State University. 

Boris C. Swerling has been promoted to professor and economist, Food Research Insti- 
tute, Stanford University. He is continuing to serve on the staff of the President’s Council 
of Economic Advisers, on leave, in 1957-58. 

Ram Tarneja has been appointed assistant professor of economics at Duquesne University. 

Lloyd Taylor has been appointed instructor in the College of Business Administration, 
University of Arkansas, 

George W. Thatcher has been named chairman of the department of economics, Miami 
University, Oxford, Ohio. 

Ralph L. Thomas has been appointed instructor in ¢s»nomics for the current academic 
year at the University of Pittsburgh. 

Richard S. Thorn is an economist in the Research and Statistics Department of the 
International Monetary Fund. 

Gene B. Tipton, formerly of the University of California, Riverside, has been appointed 
assistant professor of economics at Los Angeles State College. 

William D. Torrence has been appointed instructor in business organization and man 
agement in the College of Business Administration, University of Nebraska. 

Leland Kk. Traywick has been promoted to professor of economics and has also been 
named assistant dean of the College of Business and Public Service, Michigan State Uni 
versity. 

Robert Triffin is on leave from Yale University this year to serve as consultant to the 
Organisation for European Economic Co-operation in Paris. 

L. Reed Tripp is serving as coordinator of a field group organized by the department of 
economics of the University of Washington and sponsored by the Ford Foundation. The 
group is working with the faculty of economics at Gadjah Mada University, Indonesia on 
the development of a teaching and research program in economics at the university. 

Wendell P. Trumbull, of New York University and the University of Mississippi, has 
been appointed professor of accounting at Lehigh University. 

Joseph Tryon, of the Federal Reserve Board, has been appointed lecturer in the depart- 
ment of ecunomics, Georgetown University. 

Bernard Udis has been appointed assistant professor in the department of industry, 
School of Business Administration, University of Pittsburgh. 

Brian R. Van Arkadie has been appointed instructor in economics at Dartmouth College. 

Xavier H. Verbeck has been appointed instructor in economics at Michigan State Uni- 
versity. 

Douglas Vickers has been appointed assistant professor of finance in the Wharton School, 
University of Pennsyivania. 

V. H. Vincent, formerly of the University of Tennessee, has been appointed professor of 
accounting at West Virginia University. 

James M. Waller, of the University of North Carolina, has been appointed assistant 
professor of economics at the University of Georgia. 
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Howard A. Ward has resigned as senior economist with the Chrysler Corporation to 
accept an appointment as associate professor of economics and associate director of the 
Institute for Business Services at the University of Detroit 

William E. Warrington has been promoted to professor of finance in the Wharton 
School, University of Pennsylvania. 

Ralph J. Watkins, formerly director of research at Dun & Bradstreet, has been 
appointed director of economic studies at the Brookings Institution. 

Gladys F. Webbink has joined the staff of the New York State Interdepartmental Com- 
mittee on Low Incomes. te 

Alma B. Weber has been appointed instructor in economic history in the School of 
Commerce and Business Administration of the University of Alabama. 

Dale H. Weeks has resigned from Nebraska Wesleyan to become associate professor of 
economics at Northern Illinois University. 

Irwin Weinstock has been appointed instructor in the College of Business Administration, 
University of Arkansas. 

Burton A. Weisbrod, of Carleton College, has been appointed instructor in economics at 
Washington University. 

Lawrence L. Werboff has been appointed assistant professor of economics at the Penn- 
sylvania State University. 

James E. Wert has resigned from Lehigh University to accept a position as financial 
economist with the Federal Reserve Bank of Cleveland. 

David A. West has been appointed assistant professor of business administration and 
economics at Union University, Jackson, Tennessee 

R. H. West has been appointed assistant professor of management in the College of 
Business Administration, University of Arkansas. 

Richard Westebbe, of the Federal Reserve Board, is lecturer at Georgetown University 

Bartin Westerlund, formerly of the University of Miami, has been appointed assistant 
professor of marketing in the College of Business Administration, University of Arkansas. 

Clifton R. Wharton, Jr. has been appointed executive associate with the Council on 
Economic and Cultural Affairs Inc., New York City. 

Phillip A. Wicky has been appointed instructor in economics in the Wharton School, 
University of Pennsylvania. 

Robert E. Will, formerly of the University of Massachusetts, has been appointed assistant 
professor of economics at Carleton College. 

Frederick Williams has been promoted from instructor to assistant professor in the 
department of economics, University of Illinois. 

John H. Williams, now retired from Harvard University, has been appointed William 
L. Clayton Professor of International Economic Affairs in the Fletcher School of Law 
and Diplomacy, Tufts University, for the current year. 

Marvis Williams has been appointed associate professor of accounting in the department 
of economics of Carleton College. 

Wendell N. Williams, formerly of the University of Arizona, has been appointed assistant 
professor of accounting in the College of Business Adn tration, University of Georgia. 

W. V. Wilmot, Jr., formerly of the University of Wisconsin, is now assistant professor 
of finance at the University of Florida. 

Howard Wilson, formerly of the University of Chicago, is now assistant director of 


the Management Center, Marquette University, and is also assistant professor of man- 
agement. 


Glen Wing has been promoted to associate professor of general business in the College 
of Business Administration, University of Arkansas. 


Willis J. Winn has been promoted to professor of finance in the Wharton School, Uni- 
versity of Pennsylvania 
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Edwin E. Witte, emeritus professor of economics at the University of Wisconsin, is 
distinguished visiting professor in the department of economics, Michigan State University, 
for the current year. 

Harold A. Wolf has resigned from Lehigh University to join the staff of the Prudential 


Life Insurance Co. as economist 


William Wolman has been appointed acting assistant professor of economics at the 
State College of Washington. 
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VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative officers 
of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Secretary's Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
description of vacancies announced and of applications submitted (with necessary 
editorial changes). Since the Association has no other way of knowing whether or 
not this section is performing a real service, the Secretary would appreciate receiving 
notification of appointments made as a result of these announcements. It is optional 
with those submitting such announcements to publish name and address or to use a 
key number. Deadlines for the four issues of the Review are February 1, May 1, 
August 1, and November 1. 


Communications should be addressed to: The Secretary, American Economic Asso- 
ciation, Northwestern University, Evanston, Illinois. 


Vacancies 


Economics, statistics, public finance: Applications are being received to fill the posi- 
tion of Highway Research Economist to head a small economics studies section of the 
research division of the Virginia Department of Highways. The work involves 
planning, supervising, and conducting research pertaining to highway tax revenues, 
fund distribution, and the economic significance Sites location and design. Quali- 
fications include a master’s degree in economics (course work may not be substituted 
for thesis) and four years of research experience, at least two years of which must 
have been in economic research demonstrating performance ability. A Ph.D. degree 
may be substituted for the two years of higher level research experience. Salary 
range $6,432-$8,040. Opportunity to undertake or continue part-time Ph.D. course 
study and to have research for dissertation assigned as the principal duty of the 


— Send pg oe résumé to Tilton E. Shelburne, Director of Research, 


irginia Council of Highway Investigation and Research, Box 3817, University Sta- 
tion, Charlottesville, Virginia. 


Economics: Instructor or assistant professor, to teach principles of economics and 
one or two advanced courses in finance. Permanent position with opportunity for 
promotion. Teaching experience preferred. Desire man with Ph.D. or with require- 
ments for Ph.D. practically completed. Salary and rank to be determined by edu- 
cation and experience. 
Management: Assistant professor to teach courses in management. Permanent position 
with opportunity for promotion. Ph.D. and teaching experience preferred. Good 
opportunity for consulting work in a large industrial center. Salary depends upon 
training and experience. 5 
Accounting: Instructor or assistant professor to teacl¥ courses in accounting. Position 
permanent with opportunity for promotion. Prefer one with C.P.A. and previous 
teaching experience. Salary and rank based upon training and experience 
Marketing: Assistant professor to teach courses in marketing. Position permanent 
with opportunity for promotion. Prefer one with Ph.D. and previous teaching ex- 
perience. Salary and rank based upon training and experience. Good opportunity for 
consultation work in large industrial center. 

Anyone interested in any of the four positions above is asked to write: Dr. Herman 
P. Thomas, School of Business Administration, University of Richmond, Virginia. 


Economic research: A private nonprofit research institute, well established in the 
physical sciences, is expanding its staff and program in the economics field and desires 
several senior economists to direct research projects on area and industrial develop- 
ment (both domestic and foreign), natural resources and energy, long-range business 
planning and transportation. Should have advanced degree, government or industry 
research experience, publications, supervisory skills and an ability to deal analytically 
with new problems. Salary will depend upon training and experience. Applications 
should be addressed to: Economics Division, Midwest Research Institute, 425 Volker 
Boulevard, Kansas City 10, Missouri. 
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Accounting and statistics: A leading Southern college will have an opening in Sep- 
tember, 1958, for a young man with or close to his Ph.D. Courses will include ele- 
mentary accounting and statistics. Salary and rank depend upon training and experi- 
ence. P198 


Management—mathematician, applied statistics: To work with Operational Analysis 
and Control Group in attacking a variety of operational problems. Must have an ability 
to create models which designate the system under study. The group has access to 
up-to-date data processing equipment, including the IBM 650 Computer. Excellent 
benefits and pleasant working conditions. College and graduate studies available. 
Please send complete résumé, including education, experience, and salary requirements 
to: Employment Manager, Winchester-Western Division, Olin Mathieson Chemical 
Corporation, New Haven 4, Connecticut. 


Economics or economics and insurance: Professor wanted for fall, 1958, in Midwestern 
state college. Salary $5,000 to $7,500 for academic year, depending on training and 
experience P199 


Economists Available for Positions 


Economics, economic bistory, financial history, public finance, banking, investments: 
Man, Ph.D., New York University, 1953. Currently assistant professor at large 
Eastern university; has published articles, reviews; is coauthor of book and associate 
editor of scholarly journal. Would like to relocate and would be willing to do some 
administrative work in addition to teaching. E665 


Public finance, private investment, planning and development: Man, 24; Master of 
Economics, University of Texas; Doctor of Economics, Université de Fribourg; Doc- 
tor of Law and Master of Philosophy, Santo Domingo University. Four years of 
experience with a law firm; 3 years of experience teaching economics and history in 
night college. Speaks Spanish (native tongue), English, French, and fair knowledge 
of Italian, Portuguese, and German. Publications in economics, philosophy, and 
literature. Desires teaching or business position. References. E694 


Corporation finance, budgetary analysis, management, industrial relations and labor 
economics, economics, economic development of underdeveloped areas: Man, 40, 
from India; B.A., M.A., M.B.A., requirements for Ph.D. completed except disserta- 
tion, which is in progress. Served as circulation manager to the Times of India, 
Delhi; 2 years of teaching experience in India. At present working as an instructor 
in economics and corporation finance in Eastern university. Interested in a research 
or teaching position. E698 


Economic principles, applied economics, l gay of labor and industry, problems 
of contemporary society: Man, 31, married; Ph.D. Four years of teaching experience. 
Interested in economic development of underdeveloped areas. Desires research po- 
sition in university, private organization, or public agency. Will consider part-time 
teaching in connection with research duties. E700 


Business cycles and forecasting, economics, corporate finance, money and banking, 
public finance, statistics, security analysis, investments: Man, 33, married; M.B.A., 
Wharton, Broad experience includes 3 years of teaching finance and economics 
(graduate and undergraduate levels) ; 1 year as economist with federal government; 
5 years in business. Currently doing economic and financial analysis and business fore- 
casting with industrial corporation. Desires college teaching and/or administrative 
position. New York or Northeastern U.S. location preferred, E701 


Credit and collections: Man, M.A., Columbia University. Desires teaching position 
in credit. At present credit and collection manager. 702 


Economics, business, insurance, banking: Man, 40; M.A., J.D. Trained at European 
and American universities; governmental experience in Europe. Private in U.S.A. 
E703 


Economic theory, history of economic thought, business cycles, money and banking, 
international economics, economic systems: Man, 45, married; Ph.D. Twelve years 
of teaching experience; 4 years with federal government; 21/, years with United 
Nations in Europe; 4 years of university administration; 2 years with private inter- 
national agency. Postgraduate study at London School of Economics. Currently 
professor and department chairman in liberal arts college near Washington, D.C. 
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Desires relocation in university or liberal arts college. Available in September, 1958. 
E705 


Economic principles, monetary economics, analysis, international economics, trade 
policy: Man, 45; Ph.D. British and U.S. education; background in history of eco- 
nomic doctrine and economic history. Teaching experience; knowledge of French 
and Spanish; several articles published and others in preparation. Eager to pursue 
research and further develop courses now being given. E707 


EBconomic theory, economic thought, comparative systems, economic principles, 
marketing and advertising research, statistics, economic history: Man, 27, married; 
M.A. Five years of experience in business research (marketing and advertising, 
motivation, sales analysis) with private research firm and national firm. Some teaching 
experience. Desires to return to teaching and academic world. Willing to do some 
administrative work in addition to teaching. Opportunities for Ph.D. work preferred. 

E709 


Economics and business management, industry, finance, agriculture, international 
operations, international law: Man, 52, married; B.A., B.S., M.S., LL.B., M. Jour- 
nalism; completed Ph.D. requirements. Professor of economics, market research, 
international law at a graduate school in Europe; executive of national industrial 
trade association; American and European business management experience; at pres- 
ent international lending officer of prominent U.S. bank. Coauthor of book recently 
published by leading Western university; knowledge of commodities and markets; 
speaks 6 languages. Desires position in ncdanes, research, or teaching offering chal- 
lenge for useful application of his valuable experiences and breadth of perspective. 

E711 


Economic principles, finance and banking: Man, 42; fellowships, honor societies. 
Publications. Present rank full professor. Desires teaching position of professional 
rank or research position. E713 


Economic principles, history of economic thought, business and government, inter- 
national economics, comparative economic systems, economics of Eastern Europe: 
Man, 41, married; Oxford trained. Nine years of experience in British government 
service and international economic negotiations; 9 years of teaching experience in 
Eastern university. Two books, several articles, one book almost completed. Desires 
teaching or teaching-cum-administrative post; also interested in possibilities with 
research organization or business or financial corporation. Prefers to locate in East 
or Mid-Atlantic States or Canada. E714 


Economic principles, economic thought, economic history, labor economics, money 
and banking, public finance, business cycles: Man, middle-aged; Ph.D., social science 
Broad experience in teaching, government, and business. Southeastern or Southern 
location pereferred but others considered. E715 


Statistics, economics of industry, labor, government and business, economic prin- 
ciples: Man, 34; Ph.D., 1953. Seven years of teaching experience; 2 years of research 
experience. Several publications in journals. Will have a textbook published in coming 
year. Desires teaching position in a private liberal arts institution E716 


Industrial management, accounting, business administration, personnel management, 
industrial relations, economics, labor economics: Man, 40, married; B.A., National 
Peking University; M.B.A., Wharton School, University of Pennsylvania; completed 
Ph.D. requirements at University of Chicago; C.P.A. Six years of college teaching 
experience; 1 year as department head at Midwest university; 5 years of banking 
and public finance experience. Interested in writing with a keen mind of value judg- 
ment; book under way. Currently visiting member of Midwest state college faculty. 
Desires permanent teaching position with academic challenge and leadership. Prefers 
Central or Midwest; will consider East or other areas. Can be available in February; 
will be available in June and September, 1958. Will consider comparable challenging 
responsibility in business E717 


Economics, marketing: Man, 31, married; B.S. (economics), M.Ed. (general educa- 
tion and marketing), Ed.D. (higher education and marketing). Four years of part- 
time business experience while attending universities; 6 years of successful university 
teaching experience in economics and marketing; 2 years of research experience 
as manager of local metropolitan research project. Member of A.E.A. and other 
professional associations. Excellent references available with respect to teaching, 
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research, and administrative ability. Desires administrative and/or teaching position. 
Available in September, 1958. E718 


Public finance, principles, money and banking, statistics: Man, 37, married; Ph.D., 
University of Wisconsin. Four years of economics teaching experience; research ex- 
perieme in government and Federal! Reserve bank; articles in learned journals. Desires 
teaching position or research E719 


Labor economics and personnel relations, comparative economic systems, economic 
principles; Man, 34, married; Ph.D., Columbia University. Business research experi- 
ence; $ years of teaching experience. Publications in labor economics and collective 
bargaining. Currently teaching at a Southern university. Desires position with major 
work in labor courses. Interested in teaching position in East or South E720 


Accounting, statistics: Man, 47; J.D., Ph.D. Sixteen years of teaching and 7 years 
in research. Author of several books. Wishes to move to New York Metropolitan 
area (not more than 200 miles from New York) to teach advanced accounting, 
auditing, taxes, accounting systems, business and economic statistics, corporation 
finance, and analysis of financial statements. Minimum salary considered about 
$7,000 for 10 months. E721 


Industrial and personnel management, labor economics, money and banking, economic 
principles, statistics: Man, 43, married; A.B., M.A., requirements for Ph.D. com- 
pleted except dissertation, which is in progress. Ten years of successful college and 
university teaching in above fields; 9 years of personnel experience in industry and 
government. Especially interested in college or university teaching position. Prefers 
Midwest location. Available in fall, 1958. E722 


Economic theory, statistics, money and banking, market research, corporate finance, 
history of economic thought, economic development, business cycles, national income, 
mathematics of finance, foreign trade, international economics: Man, 35; Ph.D., Uni- 
versity of Pennsylvania. Broad experience in industry, government, and teaching. 
Desires university connection either full-time teaching or combination of teaching 
and research. E723 


Principles, economic thought, price and income theory, economic systems: Man, 39, 
married; European background; Ph.D.; fellowship, scholarship, honor and profes- 
sional societies. Currently professor of economics at large Eastern Catholic university; 
11 years of teaching experience in U. S. Articles and reviews in learned journals; 
coauthor of book to be published; associate editor of scholarly journal; knowledge of 
8 languages. Excellent references. Desires professorship with or without chairman- 
ship of economics department with opportunity to do research. E724 


Economic principles, accounting, economic history, business cycles, public relations: 
Man, 43; A.B. (English), B.S. (accounting), Ph.D. (economic history), London. 
Six years of teaching experience (in English) at two large universities and a state 
college and in adult education. Has taught English and economic principles abroad. 
European correspondent for American liberal monthly for 4 years; experience in 
business management, both private and quasi-military; now chief of public relations 
for quasi-military retailing organization in Europe. Wishes to return to universit 
or private research. Would consider university public relations and teaching- sate | 
combination or English-economics teaching or teaching-research combination. E725 


Labor economics, labor legislation, collective bargaining, economic principles, person- 
nel wage administration, public utility economics, money and banking, public finance, 
industrial management, business principles: Man, 38; Ph.D., University of Wisconsin. 
Thirteen years of teaching experience; currently associate professor at a Midwest state 
university, Numerous articles in learned journals. Experience in executive-develop- 
ment programs, foremen-training programs, and labor-educatton programs. Desires 
to relocate in the East. ' E726 


Economic principles, comparative economic systems, economic thought, economic 
history, sociology, history: Man, 43, married; European background; Ph.D., Dr.jur., 
postdoctoral work in economics and sociology (Dr. Habil.). Training and experience 
at a top foreign institute for economic and social research; 11 years of teaching 
experience at a top Central European university, in adult education, and 2 American 
colleges. Fluency in 5 languages; studied in several countries; traveled all over 
Europe, including East. Excellent ‘references. Desires permanent position. Available 
in summer or September, 1958. ; E727 
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Marketing: Man, 35; B.S., M.B.A., major Northeast university; almost completed 
Ph.D. Extensive responsible experience in government and industry as analyst and 
research manager. Available for consulting and short-term assignments, Will travel. 
Salary and/or fees open. E728 


Economic planning, bistory of economic thought, labor economics, government and 
business, international economics, economic principles: Man, 46, married; Ph.D., 
Columbia University. Eight years of teaching experience; 10 years of experience with 
federal government in responsible staff position; publications. Now professor of 
economics at small liberal arts college. Desires new teaching position. E729 


Public finance, money and banking, economic history, history of thought, principles: 
Man, 39, married; B.A. and M.A. in economics, M.S. in local governmental admin- 
istration, all earned some time ago; Ph.D. requirements completed at Harvard Uni- 
versity except for thesis, which is well underway. Experience in teaching, in govern- 
mental research at the local level, and in the operation of small business. Desires 
university teaching. Available in fall, 1958. E730 


Labor economics, economic history, labor relations, personnel administration: Man, 
33; Ph.D., Columbia University, 1953. Currently assistant professor at large Eastern 
university; has published articles and books in fields of labor economics and eco- 
nomic history; at work on book on labor relations; associated for two years with 
major business research organization. Would like to relocate to another college 
teaching position. E731 


Economic principles, labor economics, international economics, money and banking, 
labor law, price practices and policies: Man, 28, married; B.A., M.A., and presently 
working on Ph.D, Two years of full-time college teaching; experience as job analyst, 
assistant supervisor for State Department project and lecturer for evening adult 
schools. Eager for position at liberal arts college in Metropolitan New York area. 
E732 


Transportation, public utilities, business and government, business: Man, \ate thirties; 
Ph.D., leading university. Articles and reviews; several years of teaching plus gov- 
ernmental experience; has handled variety of courses in economics and business. 
Interested in associate or high-ranking assistant professorship at large or medium- 
sized institution. Western location preferred but not mandatory. Available in Sep- 
tember, 1958. E733 


Economic theory, international trade, banking, public finance: Man, 37; LL.B., 
M.B.A., Ph.D. Teaching, research, and business experience; international back- 
ground; publications. Desires challenging teaching and/or research ‘position. Avail- 
able in June or September, 1958. £734 
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SOCIAL AND ECONOMIC STUDIES 


A Journal devoted to research especially in the problems of economic 
growth, social change and political action in underdeveloped 
territories 


Special Number 
June, 1957 
FEDERATION OF THE WEST INDIES 
CONTENTS 


Introduction Pau! Knaplund 


Government in the British West Indies: 
An Historical Outline Ronald V. Sires 


Progress Towards Federation Lloyd Braithwaite 
Two Federations David Lowenthal 


Federation of the British West Indies: 
The Economic and Financial Aspects Dudley Seers 


West Indian Federation: The Constitutional Aspects Gordon K. Lewis 
Politica! Aspects of Federation Morley Ayearst 
Some Demographic Considerations of West Indian Federation G. W. Roberts 
“Federal Associations and Institutions in the British West Indies ...Lioyd Braithwaite 


Annual Subscription per volume (4 numbers): 2£1.10.0.; U.S. $4.25; B.W.I. $7.20. 
Bingle copies of special Federation number, with board covers, 12/6, post free. 
Institute of Social and Economic Research 
University College of the West Indies 
Mona, Jamaica, B.W.I. 


BULLETIN FOR INTERNATIONAL 
FISCAL DOCUMENTATION 


Bi-monthly periodicai published by the International Bureau of Fiscal Documenta- 
tion, HERENGRACHT 196—AMSTERDAM, Netherlands 


Vol. XI No. 2/3 


CONTENTS 


Suggestions for improvement of international treaties to avoid double taxation .... 
J. van Hooen, Jr. 


Profit taxes en industrial and commercial enterprises in Norway ........S. Fagernaes 
Surveys of tax legislation 

Doppelbesteuerungsabkommen Schweiz-USA 

Belgique: Territoralité des impéts 

France: Notion du domicile fiscal 

Memorandum on the reports of the Royal Commission on the Taxation of Profits and Income 
Recommendation on the Income Tax—Canada. 

Reviews on books and articles dealing with taxation matters. 


$5.00 a year without supplements } or equivalent in 
$7.25 a year with supplements other currencies 


PRICE: } 
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of New York City, symbolize the country-wide spirit of Christmas 
¥, y 


giving. 


Telephone Folks Will Play Santa 


for Thousands of Kids 


As you read this, telephone 
operators all over the country are 
dressing thousands of dolls for 
distribution to children’s homes 


and hospitals at Christmas. 
Ihroughout the Bell System, 
thousands of other telephone men 


and women are collecting food, 


candy, toys and dollars for those 


less fortunate than themselve: 


It's a long-time telephone tra 
dition—and a rather natural one 
The spirit of service and the spirit 
of Christmas are pretty close to 
gether And telephone folks try 


to be good citizens all year ‘round. 


Working together to bring people together rt | 
BELL TELEPHONE SYSTEM 


al 
one 
SANTA’S HELPERS. Telephone operators Carolyn M. Kraatz and Arlene P. Halgin, Ps 
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A HISTORY OF THE DOLLAR 


ARTHUR NUSSBAUM. Here, in an engaging and concise volume, is a 
complete history of the American monetary system. Tracing its growth 
from early colonial days to the present, Professor Nussbaum explains 
how the system has functioned at various stages of its development and 
how it has influenced the course of American history. $4.50 


HERITAGE FROM HAMILTON 


BROADUS MITCHELL. This informative book focuses on the main 
episodes in the career of Alexander Hamilton and shows how many 
developments in modern America originated with him or are in accord- 
ance with his policies, notably principles evolved when he was Secretary 
of the Treasury. Included are selected letters of Hamilton, some pub- 
lished here for the first time. $3.75 


PRINTERS AND TECHNOLOGY 


ELIZABETH FAULKNER BAKER. A documentary history of the 
International Printing Pressmen and Assistant's Union of North Amer- 
ica, this volume traces the growth of both the union and the printing 
industry. It provides a valuable case study of how changes in technology 
affect labor organizations. $7.00 


BRITAIN’S POSTWAR 
DOLLAR PROBLEM 


ELLIOT ZUPNICK, This book analyzes the factors responsible for the 
emergence and severity of Britain's post-World War II dollar problem. 
Mr. Zupnick evaluates the solutions that have been proposed and sug- 
gests policies that will help to maintain a viable dollar equilibrium. 
$5.50 


COLUMBIA UNIVERSITY PRESS 
2960 Broadway, New York 27, N. Y. 
GL Publishers of THE COLUMBIA ENCYCLOPEDIA 
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Outstanding Yrwin Joxts 
ECONOMICS 


By JoHN A. GuTHRIE, State College of Washington 


This new text provides a complete, well balanced, and concise treatment for either one- 
of two-semester courses in introductory economics. The text material is clearly written 
and easily understood by the student. Each chapter includes an outline of the contents 
and a detailed summary. 


INTRODUCTION TO 
MATHEMATICAL ECONOMICS 


By DonaLp W. BusHaw, State College of Washington, and 
Ropert CLrower, Northwestern University 


The text material in this new book is organized in two sections, one devoted to a mathe- 
matical development of the theory of price and its ramifications and the other providing 
an account of the mathematical concepts and methods used. There are exercises and 
suggestions for further reading provided throughout. 


LABOR ECONOMICS AND 


INDUSTRIAL RELATIONS 


By ABRAHAM Leo GitLow, New York University 


A comprehensive and balanced coverage of the labor economics and industrial relations 
field is provided in this new basic text. The latest pertinent research materials are in- 
cluded, as well as the most recent important developments in the trade union movement 
and in legislation. 


PUBLIC POLICIES TOWARD BUSINESS 


By Crain WiLcox, Swarthmore College 


This outstanding and widely adopted book is now the leading text in its field with 
adoptions in nearly 200 colleges and universities. It is characterized by balance and solid 
scholarship, as well as by a lucid and attractive writing style. 


Write for Examination Copies 


Publishers for The American Economic Association 


RICHARD IRWINYINC. 
Homewood, Illinois 


Please mention Tne American Economic Review When Writing to Advertisera 


‘ 
oh 
iy 
. 
WE 
| 
pe). 
4 
‘6 
= 
j 
a 
4 


GOVERNMENT AND BUSINESS 


A Study in Economic Evolution 
HOWARD R. SMITH, University of Georgia 


January 15. This new textbook covers all aspects of the mutual 
impact of government and business. Stressing the underlying 
context in which economic policy is formulated and the way 
public policy is made in a democracy, it uses a modified his- 
torical approach. to relate policy issues and changes directly 
to the dynamic growth of the nation’s economy. Provides an 
analytical framework for the more narrative and descriptive 
development of specific topics. 45 ills., tables; 780 pp. 


Theoretical Economic Systems 


A Comparative Analysis 
WALTER 8S. BUCKINGHAM, JR., Georgia Institute of Technology 


January 2. A comprehensive work which classifies, sum- 
marizes, and evaluates the leading theories advanced to explain 
the operation of the major types of economic systems. The 
purely theoretical orientation purposely avoids any detailed or 
technical discussion of specific national economies. This text- 
book covers those important recent developments which have 
modified and unified economic institutions. Well-founded con- 
clusions on the way the world’s economies seem to be headed 
are presented plus the political and social influences that affect 
them. 509 pp. 


MODERN MANAGEMENT 


Its Nature and Functions 
W. V. OWEN, Purdue University 


January 2. Based on the belief that an understanding of the 
principles and problems common to all management is becom- 
ing more and more a necessary part of general education, this 
new textbook presents a broad discussion of the nature and 
functions of management. A four-fold general analysis deals with 
the nature of management, the ways management operates to 
accomplish its functions, management’s interrelationships with 
society, and the problems of policy-making. Each chapter con- 
cludes with a series of problems. 9 ills., tables; 390 pp. 


THE RONALD PRESS COMPANY 
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..» RONALD Gooksa 


Principles of STATISTICAL ANALYSIS 
SAMUEL B. RICHMOND, Columbia University 


Oriented around modern statisti- 
cal inference, this comprehensive 
textbook illustrates the practical 
uses and applications of statistical 
analysis in business and economics. 


It covers such topics as: the use of 
sources, sampling methods, tabula- 
tion, descriptive statistics, index 
numbers, forecasting, etc. 2/0 ills., 
tables; 491 pp. 1957. 


CASUALTY INSURANCE 


C. A. KULP, University of Pennsylvania 


Third Edition of this authorita- 
tive textbook presents a clear anal- 
ysis of hazards, policies, insurers, 
and rates. Explains rate making, 
insurance carriers, policy clauses, 


health insurance, and the contribu- 
tions of private casualty insurance 
to Social Security. 28 tables; 635 
pp. 1956. 


ECONOMIC and SOCIAL SECURITY 


JOHN G. TURNBULL, C. ARTHUR WILLIAMS, JR., both 
University of Minnesota; and EARL F. CHEIT, 
University of California 


A full discussion of various 
public and private measures 
against economic insecurity. Book 
evaluates private and socia] in- 
surances and assistances involved 
in: old age, death, occupational 


COMMERCIAL 


disability and  non-occupational 
illness, unemployment, substandard 
working conditions, and offers sug- 
gestions for their improvement. 
75 ills., tables; 539 pp. 1957. 


CREDIT AND 


COLLECTION PRACTICE 


WATROUS H. IRONS, President, Federal Reserve Bank of Dallas; 
and DOUGLAS H. BELLEMORE, New York University; 
Revised by Bellemore 


Second Edition stresses basic 
credit principles and emphasizes 
analysis as the key to credit risk 
and collection problems. Reflects 
current practice and legal require- 


ments; contains new material on: 
consumer, foreign trade, and mer- 
cantile installment credit, 110 ills., 
tables; 784 pp. 1957. 


PERSONAL FINANCE 
ELVIN F. DONALDSON, The Ohio State University 


This well-known  texthook— 
now in its Second Edition—gives 
practical instruction in budgeting, 
saving, borrowing, credit buying, 
Social Security, etc. Tells how to 


analyze persona! financial problems 
and includes up-to-date material 
on investments and security anal- 
ysis. Instructor's Manual avail- 


able. 70 ills., tables; 584 pp. 1956. 


15 East 26th Street, New York 10, N. Y. 
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NEW HARPER BOOKS 


Anthony 
DOWNS AN ECONOMIC THEORY OF 


DEMOCRACY 


(Published) 


Lyle W. 
SHANNON UNDERDEVELOPED AREAS 


A Book of Readings 


(November) 


Ernest W. 
WILLIAMS, Jr. THE REGULATION OF RAIL- 


MOTOR RATE COMPETITION 


(December) 


Alfred L. 
SEELYE MARKETING IN TRANSITION 


(December) 


Charles N. 
HENNING INTERNATIONAL FINANCE 


(December) 


Abram L. 
HARRIS ECONOMICS AND SOCIAL 


REFORM 


(February) 


J. M. 
LETICHE BALANCE OF PAYMENTS 


AND ECONOMIC DEVELOPMENT 
(April) 


HARPER & BROTHERS + 49 East 33rd Street, N.Y. 16 
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The just-published 


> Personal & Family Finance 


by Joseph F. Bradley & Ralph H. Wherry 


Notable especially for the womdy thorough, ractical information 
and advice on planning for the family *s future, "al 


f 
Available 


f The new 
> International Economics 
2nd THEORY PRACTICE POLICY 
by Jack N. Behrman & Wilson E. Schmidt 
S t Excellently organized and highly teachable. Includes the latest com- 


The new revised 


Economic Systems in Action 


THE UNITED STATES * THE SOVIET UNION 

(with a section on China and Eastern Europe) * 
THE UNITED KINGDOM 

by Alfred R. Oxenfeldt 


This clear, forceful demonstration of the diflerent ways in which funda- 
mental economic problems are met by different economic systems has 
roved excellent for beginning courses both in economic principles and 
current problenas. $2.35 


The new 


> Labor: Institutions & Economics 


by Alfred Kuhn 

A text that has captured the interest and enthusiasm of teachers and 
students alike. Called “a magnificent job’”’ it brings new and clearer 
insight into many basic labor problems. $6.50 


Write for examination copies 
or see them during your 
December meetings 


r distinguished colleague 


You R 
JOHN PERRY Universtiy 


AT OUR EXHIBIT 
during your meetings 


JOHN M. PICKERING 
Senior Staff Editor, and 


FREDERICK E. SEILER 
Associate Editor 


as 
ow acting 
is n ro! ofe: 


furt hart’s growing list of look forw ard to showing you our latest pub 

Rineha ics. lications, telling you about our publishing 

texts in econom plans, and discussing with you your textbook 
needs 


i n f T & COMPANY, INCORPORATED 
232 Madison Ave., New York 16 
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ECONOMIC BACKWARDNESS and ECONOMIC GROWTH 
Studies in the Theory of Economic Development 


RESIDENTIAL FINANCE in 1950* 


By Harvey Lewenstein, University of California, Berkeley. Offers 
an integrated and unified theory of economic development 5 ee to 
the world’s densely populated backward economies. ¢ wee abstract in 
approach, it is based to a certain extent on empirical information gathered 
by direct observers in such areas. A special feature is the inclusion of 
the author's theory of population growth, which complements the eco- 
nomic theory. 


The first three chapters, introductory in nature, outline the general 
— and clarify the author's intentions and methods of treatment. 

¢ heart of the book follows, and is divided into two parts. The first 
of these analyzes the state of economic backwardness, The characteristics 
usually found in highly populated underdeveloped economies are exam- 
ined, discussed, a explained. The author shows that these character- 
istics are part of a pattern and generally help to reinforce each other. 
His basic idea is that the simultaneous occurence of these conditions can 
best be understood in terms of the ‘quasi-equilibrium’ that underlies the 
state of economic backwardness. 


The second major part of the work deals with the possible escape from 
backwardness. The author discusses the factors behind the transition 
to sustained economic growth when certain limiting conditions are met. 
The final two chapters present statistical and other data to suggest the 
relative magnitudes of the main variables involved in the theoretical sec- 
tions, and look at some of the investment policies suggested in the light 
of the earlier theory. One of a series of books from the research program 
of the Institute of Industrial Relations, University of California. 1957. 
295 pages. $6.75. 


By Ricuarp U. Ratcuirr, University of Wisconsin; DaNieL B. 
RATHBUN, Fresno State College; and JUNIA H. HONNOLD, U. S. Gov- 
ernment, 1957. 180 pages. $6.00. 


FARM HOUSING* 


By GLENN H. Beyer, Cornell University; and J. HUGH Rosk, Bureau 
of the Census. 1957. 194 pages. $6.00. 


The CHANGING POPULATION of the UNITED STATES* 


By CONRAD TAEUBER, Bureau of the Census ; and IRENE B. TAEUBER, 
Princeton University. 1957. Approx. 344 pages. Prob. $7.50. 


*One of the Census Monographs, sponsored by the Social Science 
Research Council in cooperation with the Bureau of the Census. 


JOHN WILEY « SONS, Inc. 
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The ECONOMICS of COMMUNIST EASTERN EUROPE 


By NICOLAs SPULBER, Indiana University. A penetrating view of the 
economic changes in Eastern Europe from 1945 to 1957. Employing an 
unparalleled body of facts, figures, and references, the author discusses 
what has happened in Czechoslovakia, Poland, Hungary, Romania, Bul- 
garia, and Yugoslavia—the nations that have reshaped their economies 
on the basis of large-scale nationalization of production and distribu- 
tion, and of centralized planning. Treating these countries individually, 
the book describes their structural economic changes, their performances 
under Communist planning, and their prospective development. A Tech- 
nology Press book, M.I.T. 1957. 525 pages. $12.50. 


ECONOMIC DEVELOPMENT: Theory, History, Policy 


By GERALD M. Meter, Wesleyan University; and Ropert E, BALD- 
win, Harvard University. Examines the problems involved in ——— 
development in poor countries and maintaining development in ri 
ones. A theoretical and historical survey leads to meaningful discussions 
of current world problems. 1957. 588 pages. $8.50. 


LABOR in a GROWING ECONOMY , 


By MEtvin W. ReEper, Stanford University. Shows how recent labor 
developments are a constituent part of the growth of union institutions, 
1957. 534 pages. $6.50. 


ECONOMIC MODELS: An Exposition 


By E. F. Beacu, McGill University. Describes the mathematical and 
statistical interrelations in economic theory, using very elementary alge- 
bra. 1957. 227 pages. $7.50. 


GAMES and DECISIONS 


By R. DuNcAN Luce and Howarp RatrrA, both of Harvard Uni- 
versity. Without excessive reliance upon mathematics, this book treats 
attempts to deal with such problems as value, subjective probability, con- 
flict of interest, decision making under uncertainty, and social resolution 
of value conflicts. 1957. 509 pages. $8.75. 


INSTALLING ELECTRONIC DATA PROCESSING SYSTEMS 


By RicHarp G. CANNING, Canning, Sisson & Associates, Shows how 
to solve problems arising during the installation of EDP, written in the 
form of a generalized case study. 1957. 193 pages. $6.00, 


Send today for your examination copies. 
440 Fourth Avenue, New York 16, N.Y. 
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TOWARD THE AUTOMATIC FACTORY 
CHARLES R. WALKER 
A study of a semi-automatic mill, with its implications for industrial 


management and union leadership, A pioneer work. 
$5.00 


THEORY AND HISTORY 
LuDWIG VON MISsFs 


One of the world’s foremost économists sums up his views on what man 
can know in a social science like economics as compared with the other 


branches of science. 


Vale UNIVERSITY PRESS, NEW HAVEN, CONNECTICUT 


$6.00 


Announcing ... 


THE STRUCTURE AND POLICY OF 
ELECTRONIC COMMUNICATIONS 


by DALLAS W. SMYTHE 


This monograph provides a broad perspective of the foundations of policy formu- 
lation *n the communications industry. The development of current policies is related 
to the politico-economic context of communications problems and to the technical 
limitations of the various media 103 pages, $1.50 


Still available .. . 
BRITISH AND AMERICAN MANUFACTURING 
PRODUCTIVITY 
by MARVIN FRANKEL 


This study compares the postwar productivity of 34 British and American indus- 
tries, examines the long-term growth factors, provides a basis for differentiating 
the diverse influences responsible for varying rates of output growth, and evaluates 
future prospects for the 34 industries. 130 pages, $1.50 


Bureau of Economic and Business Research 
University of Illinois Urbana, Illinois 
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Worried 
about Major 
Medical Expenses? 


TIAA’s new Group 
Major Medical Expense Insurance ... 


-.. can help free educators from concern over the financial 
problems of medical care for themselves and their families. 


There are many different TIAA plans available. You may find 
the TIAA Optimum Plan just right for your institution, or you may want 
to use it as a starting point from which to tailormake a program for your 
staff. In any case, TIAA’s Advisory service can save much time and 
effort for administrators, boards of trustees and faculty committees in 
developing this new protection for their staffs. 

Colleges, universities and independ- 
ent schools are eligible whether or 


not they now have a TIAA retire- 
ment or insurance program, 


Mail this for 
Full Details 


Teachers Insurance and Annuity Association 
522 Fifth Avenue, New York 36, New York 


Please send details on MAJOR MEDICAL EXPENSE INSURANCE 
Name 

Title 

Institution 

Address 
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MONEY, INTEREST AND PRICES: 
An Integration of Monetary and Value Theory 


Don Patinkin, The Hebrew University, Jerusalem. A general 
equilibrium analysis of money; integrates monetary and value theory. 
xiv + 510 pp. Pub. 1956; 2nd pring, 1957. $7.00 


A TEXTBOOK OF ECONOMETRICS 


Lawrence R. Klein, University of Michigan. The first self- 
contained text in econometrics, employing all modern methods of 
statistical analysis. x + 355 pp. Pub. 1956; 2nd prtng., 1957. $6.00 


SOVIET ECONOMIC GROWTH: 
Cenditions and Perspectives 


Editor, Abram Bergson, Columbia. A symposium of the most 
intensive research studies ever made of the Soviet economy by West- 
ern scholars. Pub. 1953. viii + 355 pp. $6.00 


ROW, PETERSON AND COMPANY 


Evanston, Illinois 


A new text 


INTERNATIONAL ECONOMICS 


by Thomas C. Schelling, Yale University 


© Charts The first text to give systematic, an- 
© Graphs alytical treatment to the new economic 
© Tables programs aud policies that, since 

: World War II, have been so impcr- 
* Line drawings tant in American foreign relations and 
Bibliography international security. 


to be published in January 


ALLYN and BACON College Division 
41 Mt. Vernon St. Boston 8, Mass. 


Write for your examination copy today 
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For Second-Somester Classes 


PROPERTY INSURANCE 
Fourth Edition 
By S. S. Huebner and Kenneth Black, Jr. 
568 pages. Price, $5.50. 


LIFE INSURANCE 
Fourth Edition 
By S. S. Huebner 
599 pages. Price, $5.00. 


FINANCIAL POLICIES OF 
BUSINESS ENTERPRISE 
Second Edition 
By W. Bayard Taylor and Frank M. Graner 
684 pages. Price, $6.00. 


OUTLINE to Accompany Financial Policies of 
Business Enterprise, by the same authors 


198 pages. Price, $2.50. 


PRINCIPLES OF ECONOMICS 
Fifth Edition 
By Raymond T. Bye 
691 pages. Price, $5.75. 
QUESTIONS AND WORKBOOK for Bye’s 


Principles of Economics 
By Raymond T. Bye and Robert R. Barnes 
310 pages. Price, $2.75. 


TRANSPORTATION AND 
COMMUNICATIONS 

By G. Lloyd Wilson 
757 pages. Price, $6.00. 
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L’industria 


Review of Political Economy 
Editor: Ferdinando di Fenizio 


Summary of Issue n° 3/1957 
3/1957 
Prediction and Prophecy in the Social Sciences. 


Popper 
Predetti—tis the Paretian-Hicksian Approach Based on Indifference Curves Going to Be 
Surpassed 
Cherubino—Quadratic (or Hermitian) Forms Subordinating Definite or Semidefinite 
Formas. 
Tintner—Game Theory, Linear Programming and Input-Output Analysis 


s. Glardina—-On the Economic Concept of Circulating Capital. 


Franchini Stappo—-On the “Diversification of Investment.’ 
conomie Growth and Minor Cycles in Italy from 1950 to 1957 


di Fenizio 


. di Fenizio—The Fifth Sample Inquiry on Italian Labour Forces. 


di Fenizio—Gold Trade in the World 


* di Fenizio—Must we Coin a Gold Italian Florin? 


I 


*. di Fenizio—Memorandum for a Minister. 


Kach number contains Summaries in English of the original articles—Annual subscription 


rate for Abroad: Lit. 6.000, Anjone interested may send for a sample copy 


Editorial aed Administrative Offices: Via Farneti, 8—Milano (Italy) 


BACK NUMBERS WANTED 


The Association will pay fifty cents a copy for the following 
issues (sent prepaid and in good condition) of the American 
Economic Review: March, 1911; December, 1913; December, 
1916; December, 1918; March, 1920; June, 1947; March, 
May, June, 1956. 


Send to 
Dr. James Washington Bell, Secretary 
American Economic Review 
Northwestern University, Evanston, Illinois 
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UNIVERSITY 


Capital in Agriculture 
Its Formation and Financing since 1870 
By ALVIN S. TOSTLEBE 


This book measures the growth of physical farm capital in five major 
categories for an 80-year span, and that of all financial assets used in farming 
after 1goo. It relates this growth to the farm labor force and to out-put, and 
indicates the principal determinants of investment and the sources of financ- 
ing that made the investments possible. Published for the National Bureau 
of Economic Research. 250 pages. Maps, Charts, & Tables. $6.00 


Banks and Politics in America 


From the Revolution to the Civil War 
By BRAY HAMMOND 


Provides a history of banking and a unique perspective on early American 
history available through no other single source. The author, former 
assistant secretary of the Federal Reserve Board, uses banking as a vantage 
point from which to view the early economic and political development of 
the United States. “This book offers a fascinating and unusual combination 
of politics and banking, spiced with some provocative reasoning by the 
author.”—N.Y. Times. 784 pages. $12.50 


Organized Business in France 
By HENRY W. EHRMANN 


The first book to give a comprehensive description of a major French 
pressure group—the French employers’ trade and association movement. 
Professor Ehrmann encompasses a dramatic period of French history from 
1936 to the present, when organized business played a prominent role, to 
show how this movement operates, how its policies are formed, and how its 
influence extends into the heart of French politics. He examines the chances 
for economic growth in mid-century France and analyzes the economic and 
social! concepts of organized business as expressed in policy Statements and 
in daily practice 450 pages. $7.50 


Order from your bookstore, or 


PRINCETON UNIVERSITY PRESS, 
Princeton, New Jersey 
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STATISTICS FOR MANAGEMENT... 
a A Simplified Introduction to Statistics 


by B. J. Mandel, 


Chief of Statistics Branch, Federal Bureau of Old-Age and Survivors Insurance, 
and Chairman of Statistics Curriculum et University of Baltimore's School of 
Business, Industry and Management. 


A refreshing approach to the introductory course in Ap- 
plied or Business Statistics. Written in a direct, simple 
and personal style. Stresses both uses and fundamental 
principles in collection, analysis and presentation of 
data. Already adopted by such well-known universities 
as: University of Southern California, Georgetown Uni- 
versity, Boston University, University of California and 
others. 


A Few Typical Comments Of Reviewers: 


* “Sampling and risks involved are well presented in three chapters which re- 
veal many of the fundamentals that are essential for understanding the heart 
of statisti pling.''—Industrial Quality Control (December 1956) 


“Should prove serviceable in business statistics courses in general. The easy 
form of address is of great aid.’’—The Statistical News (December 1956). 
New York Area Chapter of American Statistical Association, 


“This is an unusually competent book. It is very teachabie and almost made to 
order for practical training for adult executives.""——Dr. Michael T. Wermel, 
Research Director, California Institute of Technology. 


“Our students are excited about the book. They iike your approach—it cer- 
tainly puts sense and meaning in the study of Statistics.'’—Prof, John D. 
Gerletti, University of Southern California. 


“Particularly valuable is the chapter, Scientific Sampling, which alone Is worth 
the cost of the book. It will be found to be a welcome addition to the teaching 
of statistics.""—The Journal of Marketing (April 1957) 


“Mandel has provided an excellent introduction to the subject, complete with 
Vv problems and answers.""——DUN'S REVIEW and Modern Industry (April 1957) 


Note: Examination copy includes a complete set of instructor's 
gvide notes which will be given free fo instructors adopting the 
book. Send for examination copy to: 


Dangary Publishing Company 


606 N. Evtow Street Baltimore 1, Md. 
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THE LABOR PROBLEMS 
OF AMERICAN SOCIETY 


CARROLL R. DAUGHERTY 
Joun B. Parrisu 


The Labor Problems of American Society is a 
penetrating analysis of labor problems from 
both the psychological, human-relations ap- 
proach, and the economic approach, From 
these perspectives, the authors discuss the labor 
problems of individual workers, the unions, 
the employers, and union-employer relations. 
Major attention is given to the role of the gov- 
ernment in labor situations and to federal and 
state legislation. 


HOUGHTON 
MIFFLIN 
COMPANY 


MANAGEMENT: Principles, Practices, Problems 


Henry G. Hopces 


A professional management consultant and 
teacher, Professor Hodges has written a com- 
prehensive introduction to business and indus. 
trial management. He has described budgeting, 
financial management, personnel, and labor 
relations with clarity and thoroughness. Spe- 
cial attention is given to such industrial prob- 
lems as plant layout, materials handling, pro- 
duction, and quality control. Case problems 
drawn from the author's personal experience 
help to make this tex; an excellent and realistic 
teaching instrument, 


New York 16 Chicago 16 Dallas 1 Palo Alto 
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A Fresh, Stimulating Contribution . .. 


MONEY AND BANKING 


By Eugene S. Klise, Ph.D., Miami University, Oxford, Ohio 


Here is an introductory book that is primarily concerned with explaining 
the relation of money and banking to the general economy. It provides 
a balanced treatment of historical material and institutional operation 
with an adequate coverage of monetary theory and fiscal policy. Proper 
emphasis is given to the role of the Treasury as the dominating factor 
in the field of money and credit. The book is well suited for a two- 
semester course, as well as a one-semester course, if supplemented by the 
recent readings suggested in the free instructors’ manual. 


SOUTH-WESTERN PUBLISHING CO. 


(Specialists in Business and Economic Education) 
Cincinnati 27 - New Rochelle, N.Y. - Chicego 5 - San Francisco 3 - Dallas 2 


INTERNATIONAL ECONOMIC PAPERS 
No. 7, 1957 


Translations prepared for the International Economic Association 


CONTENTS 


Two Papers on Demand ......-cscccsccccccscccsscvcccess J. C. L. SIMONDE DE SISMONDI 
Annales de Législation et de Jurisprudence, 1820 and Revue Encyclopédique, 1824 

On the Methodol of the Theory of Tax Capitalization ..LUIGI EINAUDI 
Beitrdge zur Finanzwissenschaft, 1928 

On Economic Inequalities ROBERT GIBRAT 
Les Inégalités Economiques, 1931 

The Basic Concepts of National Accounting ... “s en -ERIK LINDAHL 
Ekor.omish Tidshrift, 1954 

A Basic National Budgeting Model eas .BORJE KRAGH 
Ehonomish Tidskrift, 1955 

Socialist Production and the Law of Value .......... ; ....- WLODZIMIERZ BRUS 
1955 

Outline of a Reconversion Plan for the Polish Economy ... ee ... OSKAR LANGE 
Zycte Gospodarcze, 1956 

The Trade Optimum HERBERT GIERSCH 
Weltwirtschaftliches Archiv, 1956 


London New York 


Macmillan & Co. Ltd. The Macmillan Company 


A special price of $2.80 net, plus 12 cents postage, has been arranged in co-operation with The Mac- 
aillen Company for members of the American Economic Association. Purchases at the special rate 
may be made by plecing an order with Dr. James Washington Bell, Secretary, American Economic Asso- 
ciation, Northwestern University. A covering check, made out to The Macmillan Company, must 
accompany the order. 
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Have You Seen These Leading Texts? 
MANAGERIAL ECONOMICS 


by JOEL DEAN, of Columbia University 


PRACTICAL BUSINESS PROBLEMS AND POLICIES ARE VIVIDLY AND 
realistically analyzed in this thorough text, which effectively 
integrates economic analysis and the managerial viewpoint. 
Of special importance is the book's central emphasis on 
marketing policies, i.e., products, Poe and promotion 
policies, and the necessary cost and demand study behind 
them. In addition, the text presents a perceptive and prac- 
tical analysis of planning and controlling a firm’s capital 
expenditures. Throughout the text, the author clearly an- 
alyzes the concrete and actual problems which business man- 
agement faces every day. 

621 poges © 6% Published 1951 © Text price $6.75 


ELEMENTS OF MODERN ECONOMICS, 4th Edition 


by ALBERT L. MEYERS, of Georgetown University 


ALTHOUGH EXPANDING ITS NATIONAL INCOME APPROACH TO THE 
subject, this text does not minimize the importance of the 
economics of the individual or individual firm. It offers a 
balanced consideration of the Keynesian Multiplier Doc- 
trine and features chapters on Non-Price Competition, 


‘Multi-Product Firms, National Income Multiplier and the 
Principle of Acceleration, and the Distribution and Size of 
Income and Full Employment. 

518 pages © 5%" x 8%" © Published 1956 © Text price $6.00 


THE ORIGINS AND DEVELOPMENT OF 
AMERICAN ECONOMY 


by E. A. J. JOHNSON and HERMAN E. KROOSS, 
New York University 


THIS TEXT TELLS HOW THE AMERICAN ECONOMY DEVELOPED 
from simple origins to the present complex, vastly produc: 
tive system ... what institutions, ideas, and processes shaped 
its progress. The authors show how modern banking, busi- 
ness methods, corporations, trade unions, and numerous 
other parts of our economy have been progressively fash- 
ioned and developed. They indicate areas where new insti- 
tutions and new public policy were required in order to 
improve the efficiency of our economic system. 

420 poges © S%" x 8%" © Published 1953 © Text price $5.95 


To receive approval copies promptly, write: Box 903 


PRENTICE-HALL, Inc. 


Englewood Cliffs, New Jersey 
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Outstanding Economics Textbooks 


new publication 


Economics As A Science 
by Andreas G. Papandreou 


Chairman, Dept. of Economics 
University of California 


This book offers a unique examination of the character of economics as 
a science in light of symbolic logic and modern scientific techniques. It 
examines painstakingly the importance of empirical relevance in eco- 
nomics and attacks directly and lucidly the problem of method. Moreover 
it attempts to clarify the significant function of mathematical techniques 
in economics, by developing an intelligible language that makes it 
possible to perceive the various mathematical manipulations involved in 
the general discipline. 

In brief, this is the first major methodological study of current practices 
in economics, emphasizing economics as a factual, applied discipline. 
Building on fundamental concepts and ideas, it provides the economist 
with an effective means for dealing with his medium, and presents a 
logical and structural framework for understanding economics as a 
science. No special math preparation is necessary. 


Valuable for course use in; Economic Theory, Analysis, Method, and 
Mathematical Economics. 


Index available on approval 160 pages 


recently revised editions 


ECONOMICS OF THE LABOR MARKET: 2nd Ed. 
READINGS IN LABOR ECONOMICS AND 
INDUSTRIAL RELATIONS: 2nd Ed. 


by Joseph Shister, author and editor 
Chairman, Dept. of Industrial Relations 
University of Buffalo 
College Department 


J. B. LIPFINCOTT COMPANY 


333 W. Lake St. 
Chicago 6 


~E. Wash, Sq. 
Philadelphia 5 
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LINEAR PROGRAMMING AND ECONOMIC ANALYSIS 


By Rosert Dorrman, Harvard University; Paut A. Samugtson and Rosert M. Sotow, both 
of the Massachusetts Institute of Technology. 525 pages, $10.00. 


With emphasis on economic aspects of linear programming, this new mathematical economic 
text authoritatively and definitively shows its relationship to standard economic analysis. Higher 
mathematic, avoided as far as possible, is explained wherever used. Recent advances in linear 
and dynamic programming, activity analysis, welfare economics, simplex and other computational 
methods are included. 


MULTIPLE-LINE INSURANCE 


By G. F. Micurceacner, President, Great American Indemnity Co. McGraw-Hill Insurance 
Series. New Third Edition. 660 pages, $8.75. 


The most authoritative text and reference on the non-life insurance field. Covers such recent 
developments as rating problems; governmental regulation; and the broadening of the field of 
casualty and fire and marine insurers to the writing of multiple-line insurance. 


NEW FROPITIERS FOR PROFESSIONAL MANAGERS 
By Raven J. Coxpiver, President, General Electric Company. 121 pages, $3.50 


A frank and forthright boak showing the relation between business theory and the realities of top 
management practice. It gives a rare top-side view of a great corporation and shows how the 
theory of decentralization has been realistically applied to the reorganization of a major company, 


BUSINESS MANAGEMENT 
By Lyman A. Kerra and Caato E. Gusetumi, both ef Northwestern University. 463 pages, 
$6.50 


A sophomore text for business administration students providing an introduction to the broad 
program of business firm development. It describes the evolution of an enterprise with the 
product as the central theme, and shows the successive stages of a firm's development. The many 
functional areas of business activity are presented in a logical and understandable sequence. 


MANAGEMENT FOR ENGINEERS 
By Rocex C. Heimen, Villanova University. 458 pages, $6.75 


Designed primarily to prepare the engineering student for his management responsibilities and 
relationships. It takes into consideration the impact of costs, standards, materials, methods, taxes, 
insurance, power, equipment, labor, and ethics, The reader is introduced to the legal forms of the 
business organization and a minimum of business accounting. 


Send for copies on approval 


McGRAW-HILL BOOK COMPANY, INC. 


330 WEST 42m0 STREET, NEW YORK 36, N.Y. 
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...a new background 
for marketing decisions 


LIFE’s survey of people, products and purchases 
gives new light on U.S. markets 


Because U. S. productivity per man-hour 
is up 44% since 1947 and has far outdis- 
tanced the 17% increase in population, 
top-level executives recognize that the 
major economic problem is distribution. 

As a result, management is putting 
greater emphasis on creating new markets 
and more efficient exploitation of markets 
that already exist. 

To achieve this marketing efficiency, 
businessmen in all fields agree that more 
information—both quantitative and quali- 
tative—is needed about America’s con- 
sumer buying patterns. 


A Study tailored to business needs — 
specifically to marketing 

LIFE has been uncovering precisely that 

kind of information in the largest expendi- 

ture-study ever undertaken by private 

business. 

The scope and timeliness of this LIFE 
Study, give it greater usefulness for more 
individual companies than any other study 
now available. 


Cross-section of the U.S. 

The results of this LIFE Study, just re- 
leased, are based on 93,000 completed in- 
terviews with consumers carefully selected 
to be representative ofall U.S. households. 

These consumers were asked about their 
purchases of scores of individual items... 
if they were bought, when they were bought, 
how many were bought, and how much 
was paid for them. 

New facts about America’s 
buying patterns 

LIFE’s new Study shows how much United 
States households spend for food, cloth- 
ing, shelter, household furnishings, medi- 


cal and personal care, automobiles and 
recreation. These major categories are in 
turn subdivided into specific products. 

For example, the Study not only shows 
the percentage of the dollar spent for food 
. .. but the percentage of the food dollar 
which is spent for specific products. It also 
describes the characteristics of the con- 
sumer who buys each product, giving a 
complete picture of the market. 

Household expenditures are described 
in terms of incorne, life cycle, geographic 
and marketing location . . . as well as by 
the education, age, and occupation of the 
head of the household. 


How businessmen can use the Study 
Thus, LIFE’s Study reports to the busi- 
nessman who spends how much on what. 
It helps him determine where his best pros- 
pects are... aud which products are com- 
peting with his for consumer dollars, 
Future volumes will relate consumer ex- 
penditures to retail place of purchase and 
to the timing of purchases by the month, 
by week of the month and by day of the 
week. Volume [ is priced at $10 and is avail- 
able by writing on your letterhead to: 
Market Research Department 
LIFE,9 Rockefeller Plaza, New York 20 


© Copyright 1967, by Time Ine 
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CORNELL UNIVERSITY PRESS is pleased to inaugurate 
Studies in International Labor—a series of low-priced, attrac- 
tive volumes devoted to the problems of foreign labor move- 
ments and industrial relations outside the United States. 


Editor of the series is Adolf Sturmthal, Roosevelt University. 


INDUSTRIAL RELATIONS in CANADA 


By STUART M. JAMIESON, University of British Columbia 


A CONCISE historical and analytical picture of industrial relations in Canada, 
particularly as regards the role of trade unionism and collective bargaining, 
is provided in this book. 

A wide understanding of this field henna increasingly important in view 
of the growing dependence of the United States on Canada as a market for 
her exports and a source of supplies of strategic materials. In order to make 
the subject more readily understandable to American readers, Dr. Jamieson 
has made his analysis in comparative terms to the United States. 

It is designed to help the student not only of industrial relations, but also 
of economics, international] relations, political science, history and other fields 
in the social sciences. 153 pages, paper, $1.75 


THE ITALIAN LABOR MOVEMENT: 
Problems and Prospects 


By JOSEPH LaPALOMBARA, Michigan State University 


HERE is a stimulating analysis of contemporary Italian labor unions—their 
historical background, the break of labor leaders from the Communist-dom- 
inated CGIL to form the CISL and UIL, and the difficulties which these two 
democratic unions have had in combatting the CGIL and in winning the 
support of Italian labor. 

LaPalombara calls for a re-examination of our policy toward the Italian 
labor movement. He believes that the UIL merits more support than it is 
now getting from the United States, because it is more likely to draw Socialist 
support from CGIL than is the Christian-Democratic CISL. 

This study should prove valuable to economists and political scientists in- 
terested in Italian labor problems and in the role of the United States in 
connection with them. 211 pages, $2.50 


CORNELL UNIVERSITY PRESS 
124 Roberts Place, Ithaca, New York 
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Introduction to American Business 


Instructor's Manual 
* Manual of Assignments 


Ferdinand F. Mauser, Wayne State University 
David J. Schwartz, Georgia State College of Business Administration 


Students who use this realistic text get a sense of the dynamism—the 
life and movement—of American business. They are introduced to all 
the essential functions of business, and they are shown how these func- 
tions are interrelated. 


Personnel Management 


A Human Relations Approach 


William H. Knowles, Michigan State University 


Incisive and modern, this text gets to the heart of all-important matters 
of policy and philosophy in personnel management. Professor Knowles 
blends material from the various social sciences with principles of in- 
dustrial ethics to achieve a human relations approach that is genuinely 


interdisciplinary. 


Economics For Consumers 


Third Edition 


Leland J. Gordon, Denison University 


A distinctive feature of this widely used text is that it works through 
established economic principles while maintaining the point ot view 
of the consumer. Its primary purpose is to point the way toward wiser 
consuming practices. 


= CAM GE 55 Fifth Avenue, New York 3, New York 


pivision American Book Company 
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The Dynamics of the 
American Economy 


by CHARLES H. HESSION, 
S. M. MILLER, and CURWEN STODDART 
Brooklyn College 


“This is indeed a successful joint venture into the socio- 
economic features and problems of the American economy. 
I was very impressed with the book, particularly with its 
holistic, non-mathematical orientation, and with the authors’ 
apparent thesis that if the student is to gain any workable 
understanding of his society, we must abandon the tradi- 
tional view that economics is a separable, isolated discipline, 
and teach it rather as an integral, non-separable relative of 
all social sciences.”—Kendall P. Cochran, The Ohio State 


University 


“  .. a very stimulating book, reflecting the current trend 
toward reunification of various fields of the behavioral 
studies. It humanizes the subject of economics, and I feel 
that it will make the introductory course in this field much 
more meaningful and interesting to the first-year student in 
economics” —J. Thorogood, University of the South 


“This book briefly surveys the changing role of manage- 
ment and labor since the Industrial Revolution. To every 
student of social science it presents some of the most impor- 
tant issues the economist has to face in dealing with the 
problems of the market, economic growth and standards of 
economic justice.”—Robert G. Wertheimer, Babson Institute 


6% x 9% 538 pp. $6.00 text 


ALFRED A. KNOPF, Publisher 


501 Madison Avenue College Department New York 22 
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THE AMERICAN ECONOMIC SYSTEM 


by EMANUEL T. WEILER, Pardue University, and 

WILLIAM H. MARTIN, Pennsylvania State University 
Designed for introductory courses in economics, this text em- 

phasizes the central theories of economics and the change and 

growth of the economy. Economic theory, institutions, and facts 

are related to public policy issues. 

1957 623 pp. $6.00 


WORKBOOK to accompany The American 
Economic System 


by E. T. WEILER and HOWARD HOAG, Purdue University 
Containing questions for each chapter, this imaginative work- 
book is divided into three parts which examine the student's under- 
standing, test his ability to reason, and propose projects and re- 
search which entail the use of common sources of economic data, 
1957 222 pp. 2.50 


MANAGEMENT PRINCIPLES AND PRACTICES 
by DALTON E. McFARLAND, Michigan State University 


This up-to-date book on general managerial functions integrates 
practice with theory, and management functions with human rela- 
tions and social science research. Study questions, case materials, 
and reference guides are included. 

To be published Spring 1958 


THE INTERNATIONAL ECONOMY, Revised Edition 


by PAUL T. ELLSWORTH, University of Wisconsin 


Condensed and brought up to date, this thorough revision high- 
lights a more rigorous, systematic presentation of the theory of 
international economics. To be published May 1958 


INTERNATIONAL ECONOMICS PAPERS, No. 7 


Contributors to the forthcoming issue include: Sismondi, 
Kinaudi, Gibrat, Lindahl, Kragh, Brus, Lange, and Giersch. 
To be published Spring 1958 


THE PROBLEM OF THE MONETARY UNIT 


by KARL OLIVECRONA, University of Lund 
1957 186 pp. $3.00 


GOLD, CREDIT, NATIONAL INCOME AND 
EMPLOYMENT 


by ERICH SCHNEIDER To be published Spring 1958 


The Macmillan Company 


60 FIFTH AVENUE, NEW YORK 11,N.¥ 
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THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by ALBERT REES 


in Co-operation with the Other Members of the 
Department of Economics of the University of Chicago 


The October 1957 issue will contain: 


Workers’ Management in Yugoslavia Benjamin Ward 
Increased Rents from Increased Costs: A Paradox of value ie Theory Richard R. Nelson 
A Study of Irrational Judgments ... 
Interest Arbitrage, Exchange Rates, ond Dollar 
Employment Effects of Minimum Wages, 1938-50 Jobn M. Peterson 
Demand Elasticities and the Foreign-Exchange Market Egon Sohmen 
The Backward-Leaning Approach to Controls ..... ee Abba P, Lerner 
Aggregative Wage Theory and Illusion . K. W. Rothschild 
Book Reviews and Books Received 


FOUNDED IN 1892. Published benpatty, er April, June, August, 
October, December. Subscription rate for U. . and possessions, .00 per 
a Canada and Pan American Postal nine, $6.50; all other countries, 
7.00. Single copies, $1.75. Special rates: $5.00 per volume for faculty mem- 
ts teaching business or economics, $3.00 per volume for graduate students 
in business of economics. 


The University of Chicago Press-—5750 Ellis Ave., Chicago 37, Ill. 


RIVISTA INTERNAZIONALE DI SCIENZE 
ECONOMICHE E COMMERCIALI 


(International Review for Economics and Commerce) 


BOARD OF EDITORS: F. Brambilla (Genova), U. Caprara (Torino), G. Dell 
‘Amore (Milano), G. Demaria (Milano), A. Graziani (Napoli), Fre Machlup 
(Baltimore), A. Mahr (Wein), E. Schneider (Keil), S. Sassi (Napoli), A. Scotto 
(Genova), N. Tridente (Bari). 

MANAGING EDITOR: T. Bagiotti (Milano) 


AIMS 

TO PRODUCE from the vast quantity of theoretical and institutional scientific writings 
A PUBLICATION OF A WIDE HORIZON OF INTERESTS; examining and setting 
forth within 1200 pages annually TOPICS AND PROBLEMS OF A PARTIOULARLY 
REPRESENTATIVE INTEREST in the field of economic and cial inquiry. 
TO OFFER TO THE READER in economics, to the reader in related fields, to the 
leaders of national and corporational economic policy A KEEN but not involved 
ANALYSIS OF PROBLEMS TOPIOAL IN OUR ERA. 


CONTRIBUTORS 
OF INTERNATIONAL REPUTATION with their spotlight for the most part in Italy. 


FULL SUMMARIES of each article IN ENGLISH AND GERMAN and occasional 
articles presented FULLY IN ENGLISH. 


Published monthly. Year! one ion rate Lire 4000, Forsign countries L. 6000 per 

volume of 1200 to er Vis Ja pelli Padova Anyone 

“tor copy. Edi iversitA Bocconi, Via Sarfatti 
Milano, 
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Outstanding New OXFORD Books 


An African Survey—Revised 1956 


A Study of Problems Arising in 
Africa South of the Sahara 


By LORD HAILEY. This standard reference and authority has been re- 
written in the light of the extensive changes in African affairs. It remains 
a broad survey dealing with economics, administration, education, law, 
social] factors, and the like. 1800 pages. Text maps. $16.80 


Treasury Control 


The Co-ordination of Financial and Economic Policy in 
Creat Britain. Second Edition 


By SAMUEL H. BEER. Minor changes in the recent first edition bring 
‘this work completely up to date. It traces the work of the Treasury showing 
how its traditional style of contro] has shaped its new functions in eco- 


nomic planning. $2.40 


His Royal Highness the Duke of 
Edinburgh’s Study Conference 


This is a report on a study conference of human problems of industrial 


communities throughout the British Commonwealth and Empire. The 
conference drew participants from all levels of industry throughout the 
Commonwealth and included addresses, discussion, and practical study 
in England, Scotland and Wales. 2 volumes. $6.75 


Social and Political Thought in Byzantium 


From Justinian I to the Last Palaeologus 


Edited by SIR ERNEST BARKER. A discussion of Byzantine ideas from 
A.D. 527 to 1453 in which translations from some of the writers of the 
period are offered together with explanatory comment. Topics include the 
nature of kingship, social and political reform, etc. %4.20 


At all bookstores 


me OXFORD UNIVERSITY PRESS, Inc. 114 Fifth Avenue, New York 11 =—_ 
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CANADIAN JOURNAL OF 
ECONOMICS AND POLITICAL SCIENCE 


The Quarterly Journal of the Canadian Political Science Association 
Volume XXXII, Number 8 Auguat, 1957 
CONTENTS 

The Canadian Parliament and Divorce ° 

The Inter-[ndustry Structure of the Canadian Economy ... 

Transport Costs in International Trade Theory 

Canada's Post-War Monetary Policy, 1945-54 ...........655. CLARENCE L. BARBER 
Agrarianiam in Israel's Party System AMITAI ETZIONI 
The Economic Elite and the Social Structure in Canada 

Ontario Provincial Elections, 1934-55 


Notes and Memoranda: 


Exchange BStabilizaiion Further Considered 
HARRY C. EASTMAN anv STEFAN STYKOLT 


Exchange Stabilization Further Considered: A Comment ........ Cc. P. KINDLEBERGER 
Consumption and the Rate of Interest GEORGE MacDOWELL 


Annua! Meeting of the Canadian Political Science Association 


Review Article: 
Swedish Economic Policy and Thinking ROGER DEHEM 
Reviews of Books 


$6.00 per year. $1.50 per single issue. 


UNIVERSITY OF TORONTO PRESS 
33 St. George Street, Toronto 5, Canada 


FEDERAL ECONOMIC REVIEW 


Editor: Q. M. Fareed M.A, (Cantab) 
Head of the Depts. of Economics & Commerce, University of Karachi 
Asst. Editor; Mathubur Rahman M. A. (Pat.) 


Vol. IV January, 1957 No. 1 


I. Articles. 

Development of Labour Theory of Value M. K. Caavonay 
Deficit Financing Marivsurn Ranman 
International Investment and development of Backward Countries A, Rasa 
Malthue—A HKeactlonary Expanding Population—An Asset M. Muttice 
Some observation on the objectives of the Five-year (Draft) Plan Nawas Hroga Nagvi 
Critieal Analyste of the Pakistan Budget, 1957-58 ConTRipuTEeD 
Side-Lights on the Technique of the Five-year (Draft) Plaa Con TainvTeo 
Austerity Economy or Welfare Economy? Q. M. Faneeo 


I, Memoranda 
Pakistan's Draft Five-year Plan Karachi Economists 
Report on Five-year (Draft) Plan West Pakistan Economists 
Book Reviews 

The Federal Economic Review is published by the Departments of Economics and Comwmerce, 
University of Karachi, Pakisten. 


Subscription rates: Re. 2/-, 60 cents (U.S.) or 4 Shillings. 
Annual: Re. 4/-, 1 dollar 20 cents or 8 Shillings. 


Editorial Communication for publication and books and periodicals for review should be sent 
to the Editer, The Federal Economie Review, University of Karachi, Pakistan. Advertisements and 
subscriptions should be sent to the Manager, The Federal Economic Review, at the same address. 
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EL TRIMESTRE ECONOMICO 


Directores: Victor L. Urquidi y Javier Marquez 
Comité editorial: Jorge Ahumada, Emilio Alanis Patifio, Edmundo Flores, 
Radl Ortiz Mena, Felipe Pazos, Rail Prebisch, Rati] Salinas Lozano 
Secretario: Enrique Gonzdlez Pedrero 


ARTICULOS—DOCUMENTOS—NOTAS BIBL:OGRAFICAS 
REVISTA DE REVISTAS—-PUBLICACIONES RECIBIDAS 


El Trimestre Econémico aparece en los meses de enero, abril, julio y octubre de 
cada afio. El] numero suelto vale 6 pesos; la suscripcién anual, 20 pesos en e! 
pais y 2.50 délares en el extranjero. Publicacién editada por: 


FONDO DE CULTURA ECONOMICA 


Av. de la Universidad 975 Independencia 802 
Méxteo 12, D.F. Buenos Aires, B.A. 


AGRICULTURAL HISTORY 


Designed as a medium for the publication of research and documents 
pertaining to the history of agriculture in all its phases and as a clearing 
house for information of interest and value to workers in the field. Materials 
on the history of agriculture in all countries are included and also materials 
on institutions, organizations, and sciences which have been factors in agri- 
cultural development. 


ISSUED QUARTERLY SINCE 1927 
BY 
THE AGRICULTURAL HISTORY SOCIETY 
Subscriptions, including membership: Annual, $5.00; student, $2.00; con- 
tributing, $10.00. 


Editor: D. A. Brown, Room 226, Mumford Hall, University of Illinois, 
Urbana, Illinois. 


Secretary-Treasurer: Wayne D. Rasmussen, Room 3905, South Agriculture 
Building, U. S. Agricultural Marketing Service, Washington, D.C. 
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THE JOURNAL OF INDUSTRIAL ECONOMICS 


Board of Editors; P. W. S$. Andrews (General Editor), Nuffield College, Oxford; Professor 
C. FP. Carter, University of Belfast; Professor Joel Dean, Columbia University; Professor P. 
Sargant Florence, Birmingham University ; Professor R. B. Heflebdower, Northwestern University ; 
Professor EB. §. Mason, Harvard University. 


Volume V, No. 3, July 1957 


G. A. Bloxam 
Wayne A. Leeman 
W. Baldamus 
Joyce M. Bellamy 
D. P. Barriti 


Letters Patent for Inventions: Their Use and Misuse. 

Crade Oil Prices in the United States at the Gulf Coast. 

The Relationship between Wage and Effort. 

Flour Pricing and the Miller's Margin. 

The Stated Qaulifications of Directors of Larger Public Companies. 


Seymour Melman, Selected Studies in Alternative Man-hour Costs. 

A. Calderaro, 

and John Suridis 

J. F. Coales Financial Provision for Research and Development in Industry. 


This Anglo-American journal is especially devoted to the economic problems of industry 
and commerce. Its contributors are businessmen, economists engaged in industry, and specialist 
academic industria! economists. The Journal is published three times a year. MSS. from the 
United States should be sent to Professor Heflebower; and from other countries to the General 
Editor, care of the Publisher. The Annual Subscription is $3.50 (25/-), post free; single copies 
$1.70 (12/-), post free, Remittances should be sent to the publisher by personal check. 


Published by 
BASIL BLACKWELL @¢ OXFORD, ENGLAND 


INTERNATIONAL LABOUR REVIEW 


Monthly. Articles on economic and social topics. A statistical supple- 
ment gives information on employment, unemployment, wages, con- 
sumer prices, etc. Among r°cent articles have been the following: 


The Influence of International Labour Conventions on Indian Labour 
Legislation. 

Employment and Unemployment: Government Policies since 1950. 

Social Aspects of European Economic Co-operation. 

International Movements of Capital and Labour since 1945. 

Women in the Factory: A Record of Personal Experience. 

Welfare of Seamen on Board Ship. 


A specimen copy of the Review and a catalogue of International Labour Offiee 
publications wil] be forwarded on application to the International Labour Office, 
Geneva, or to the Washington Branch Office of the I.L.0., 917 15th Street, N.W., 
Washington 5, D.C. 


Annual subscription: $6.00 


Single copies: 60 cents 


(Published in English, French and Spanish editions ) 
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Scottish Journal of Political Economy 


The Journal of the Scottish Economic Society 


Vol. IV OCTOBER, 1957 No. 3 


The Effectiveness of Changes in Interest Rates .... ..J. R. Parkinson 
Import Restrictions in Post-war Britain ................- rere A. Leysuon 


Income and Expenditure of Undergraduates at Glasgow and Birmingham 
J. Ross Harper 


The Contributions of Local Authorities to the Scottish Income 
. B. Burier J. J. McGinson 


Retail Distribution: Some Regional Comparisons ...J. F. SLEEMAN 
Current Topics 


Recent Economic Trends: 


Incomes in the United Kingdom and Scotland 1949-50 and 1954-55 .... 
D. J. Ropeatson., 


Scottish Journal of Political Economy ia published in February, June and October, 
and is free to members of the Scottish Economic Society. Applications for membership 
should be made to the Treasurer, Scottish Economic Society, 142 St. Vincent Street, 
ape oe C.2, enclosing the annual subscription of One Guinea. The Journal may also 

tained by non-members of the Society by ordering through any bookseller or direct 
from the Publisher, Oliver & Boyd, Tweeddale Court, Edinburgh, price 10s. per single 
copy. 


THE SOUTHERN ECONOMIC 
JOURNAL 


A Joint Publication of the Southern Economic Association 
and the University of North Carolina 


Published Quarterly at Chapel Hill, N.C. 
Volume XXIV July 1967 Number 1 


CONTENTS 
ARTICLES 
Malthus the Malthusian ws. Maithas the Economist Joseph J. Spengler 
The Role of the Monetary Environment in Coat Inflation James J. Schlesinger 
Investment Incentive, Taxation, and Accelerated Depreciation Stock flah 
Trust Funds and National Output ‘ Ourry W. Gilmore 
Population and Economic yoy ooh in Latin America Robert 8. Amith 
State Regulation of Milk in the South Olyde O. Carter 
COMMUNICATIONS 
Three Concepts of the Multiplier Tlagger 
A Case Study of Product Discovery and Innovation Costs Willard 4. Mueller 
MEMORIAL 
Dancan Clark Hyde, 1896-1957 
BOOK REVIEWS—NOTES—BOOKS RECEIVED 


$5.00 per year—$1.50 single copies 


Address all « icati and orders to G. T. Schwenning, Manag- 
ing Editor, The Southern Economic Journal, P. O. Box 1289, Chapel 
Hill, North Carolina. 
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LAND ECONOMICS 


@ quarterly journal of 
PLANNING, HOUSING & PUBLIC UTILITIES 


Among Articles Appearing in November 1957 Issue: 


Mechanization of Agriculture in Turkey Resat Aktan 


The California Court Reference Procedure: Economics and Law in the Allocation 
of Ground Water .... J. Herbert Snyder 


Resource Use lit Thailand .........+ : Gerald E. Korzan 
Urban Pressures on California Land *. ....Howard F. Gregor 
Support for Institutional Changes in Underdeveloped Countries ...V. Webster Johnson 
Social Area Analysis: A Critical Appraisal .. Amos H]. Hawley and Otis Dudley Duncan 
Feather River Water: A Reply Jamea DeHaven and Jack Hirshleifer 
Commentary: On Wendt’s Theory of Land Values Richard U. Ratcliff 
The Raliroad Passenger Deficit: A Comment Mitchael Conant 


Annual Subscription $6.00 Single Copy $2.00 


Sterling Hall, University of Wisconsin 
Madison 6, Wisconsin 


METROECONOMICA 
International Review of Economics 


Volume 1X Number 3 
Business investment and the marginal cost N. J. CUNNINGHAM 
Some comments on Professor Hicks’ revision of demand theory y. M. GorMAN 
Selling outlays in the theory of international trade .. wer +. . 
Economic development and the balance of payments .. K. KURIHARA 
A supplementary note to multilateral exchange problem 


Volume X Numbers 1 and 2 


Le principe de Pareto et la théorie de l'interet général . R. Denem 
The pricing policies of a specia) monopolist ......M. L. Grexnuut and R. W. Prouts 
Mr. Armstrong and the theory of demand Gee H. A. J. Green 
A restatement of the conditions for identifiability in oe system of Boor 
difference equations H. KONIJIN 
The problem of intrinsic complementarity and of goods M. 


Reinvestinent oie and depreciation reserves under declining balance depreciation 
E, Scnirr 


Board of editora: O. Bresciani Turroni, L. Dupriez, E. Fossati (Managing Editor), 
R. Frisch, W. ay G. Latfalla, V4 Mahr, J. Marschak, G. U. Papi, R. Roy, 
E. Schneider, G. L. 8. Shackle, R. Stone, J. Tinbergen, G. Tintner, F. Zeuthen, 


Published every four months. Subscription rate $7 per = r (two years $12). Coramuni- 
rr 


cations to the editor to be addressed to Professor aldo Fossati, director of the 
Istituto di politica economica, Univeristé, Genova, (Italy). Communications regarding 
subscriptions should be sent to Licinio Oa peli, Doves 12, Trieste, or G. B. Stechert- 
Hafner, Inc., 81 East Tenth Street, New Pork Ou 
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SOCIAL RESEARCH 


An international quarterly, founded in 1934, published by the 
GRADUATE FACULTY OF POLITICAL AND SOCIAL SCIENCE 
of the New School for Social Research, New York 


Contents for Autumn 1957 (Volume 24, no. 3) 


Soviet Social Science and Our Own . Arvid Brodersen 
Aristotle and the Study of Local Government ...Norton E. Long 
Dreiser and Veblen: The Literature of Cultural Change David W. Noble 
Cycles in Climate of Opinion (Note) Alvin Johnson 
Recent Demographic Developments in Switzerland Kurt Mayer 
Conformity . Paul Tillich 


“Scarce Money”: 
Comment Sayre P. Schatz 
Rejoinder ... Hans Neisser 
Letter to the Editor Karl O. Paetel 


Book Reviews 


Published in Spring, Summer, Autumn, and Winter 
Subscription $5 a year, foreign $5.50-——Single copies $1.50 


66 WEST 12TH STREET, NEW YORK 11, N.Y. 


REVUE DE SCIENCE FINANCIERE 


The French Review of Public Finance 


No. 1, January-March 1958 


CONTENTS 


Some Current Issues in the Taxation of Personal Income in the United States . oe 
©. 8. Shoup (New York) 


Money Flows and Economic Tabulation ... Maillet (Paris) 


The Control of Industrial Location in Great Britain: New ‘I ...J3. Sykes (Exeter) 
The Solidarity of Tax-payers P. Lavigne (Strasbourg) 
Tax Capitalisation and Investment Theory G. Rulliére (Lyon) 
The Legal Prerogatives of the Tax Administratior G. Tixier (Tonlouse) 
Survey of French Finance 
Economic Survey of French Overseas Territories 
look Reviews 
Bibliography 

‘ench and Foreign Financial Information 
The Revie is published quarterly. Yearly subscription abroad 4.000 French franca or 


29.00 (U.8.A.). Orders can be placed to Pichon and Durand-Auzias, 20, rue Soufflot 
Paris (V°), and through Stechert-Hafner, 81 East 10th Street, New York, N.Y 


Please mention Tuk Amenmican Economic Review When Writing to Advertisers 


™ 
a 
f 
gd 
im * 
Po 
ie 
. 
4 


THE QUARTERLY JOURNAL OF ECONOMICS 
Founded 1886 


Vol. LXXI November 1957 No. 4 


Some Nores on THe Cuoice 1n DEVELOPMENT PLAN- 
NING . Amartya K. Sen 


Peak Loaps Erricient Pricing .. Peter O. Steiner 
Kant Marx anno Say’s Law .. Bernice Shoul 
TARIFFS AND THE BALANCE OF PAYMENTS 
Recent PUBLICATIONS 
Edited by E. H. Chamberlin for the 
Department of Economics, Harvard University 


$1.50 per copy; $5.00 a year; 3 years, $14.00; 
Special Student Rate, $3.00 a year. 


Order from THE HARVARD UNIVERSITY PRESS 
CAMBRIDGE 38, MASSACHUSETTS 


THE REVIEW OF ECONOMIC STUDIES 


Vol. 24. No. 3. No. 65 June 1957 


CONTENTS 


Stability in a Closed Economy and in The Foreign Exchange Market; and the Redis- 
tributing Effect of Price Changes . . J. BSpracs 


The Compatibility of Any Behaviour of the Price Level with Equilibrium ..J. C. Gilbert 
Demand Theory Without a Utility Index Lionel McKenzie 


A Note on Bond-Holding and the Liquidity Preference Theory of Interest 
Frank P. Brechling 


Index Numbers and Demand Analysis ... 

Notes on the Theory of Stability of Multiple Exchange .. 
Mr. Gehrels on Customs Unions 

Multiplier Theory and Fiscal Policy 

A Reply to Mr. Kemp 


Annual Subscription, 21s. per vol. (3 issues) post free. U.S.A. and Canada, $4.00 
per volume, Back number rates on application to Secretary. 

With Vol. XVI(1), the Review reverted to three issues r volume. The new sub- 
scription rates appear above. Editorial communications should be sent to the Editor, Re 
view of Economic Studies, NuM™ield College, Oxford. Articles from the U.S.A. and Canada 
should be sent to P. A. Samuelson, Massachusetts Institute of Technology, Cambridge, 
Mass. All other communications to the Secretary, Review of Economic Studies, 4 Trump- 
ington Street, Cambridge, England. 


Cheques should be made payable to the Review of Economic Studies. 
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PUBLIC FINANCE/FINANCES PUBLIQUES 


International quarterly journal devoted to the study of 
fiscal policy and related problems 


Publisher and Editor in Chief 
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